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OUR MISSION IS TO HELP DEVELOP AND DRIVE THE
APPLICATION OF PHOTOVOLTAIC TECHNOLOGY RAPIDLY
AND COST EFFECTIVELY TO BECOME A MAIN SOURCE
OF ENERGY FOR THE WORLD.

THUS WE WANT TO CONTRIBUTE TO A SIGNIFICANT
ENVIRONMENTAL IMPROVEMENT AND INCREASE IN
LIFE QUALITY.




FINANGIAL HIGHLIGHTS (IFRS) 2006 " 2005 " 2004 ! 2003 2002
L ]
INCOME

Revenues €, millions [_53%.5] 299.4 128.7 48.8 17.3
EBITDA € millions [147.27 74.4 24.8 85 2.4
EBIT € millions [_12947] 63.2 19.6 5.3 0.9
Earnings before taxes €, millions [_138:07] 59.9 17.9 4.3 0.1
Net income for the year € millions [_97.17] 394 12.0 3.0 0.2
ASSETS

MNon-current assets € millions [_278.73 126.5 67.7 27.3 16.3
Current assets €, millions [ 357.87 3296 45.4 25.3 10.3
Total assets €, millions {— &34757] 456.1 113.1 52.6 26.6
Shareholders' equity € millions [_440.07] 321.3 34.7 10.3 0.8
Equity ratio % [C_B937] 70.4 30.7 19.6 3.0
FINANCIAL CONDITION

Operating cash flow €, milhions [__23.6] 22.6 6.4 0.6 -2.2
Investments in fixed assets € millions [_61.87] 44.9 449 14.8 7.0
Depreciation/Amortization €, millions [ 17.87] 11.3 5.2 32 1.5
PRODUCTION

Neminal capacity? Mwp [ 4207] 292 170 63 22
Production capacity? Mwp [ 3361 234 136 50 17
Actual Production Mwp [ 253171 165.7 75.9 27.7 9.3
Number of cells produced millions of units  [__ 70,971 46.27 22.15 8.94 3.65
EMPLOYEES

Employees on December, 31 Number [ 9647} 767 484 207 82
C pa

) Consohdated financial statement 2! At the end of the respective reporting perniod

| SUMMARY PURCHASE AND SALES CONTRACTS STATUS 02/05/2007

C 1

1 py | for Ever@ (17 Mwp) Purchase 2007 2008 2009 2010 2011-2018

us valumes ior cver WD . -

2) Patential additronal volumes may Contractes/secured Mwp [_34%0 394 403 427 965
result from annval on-going deliveries,  Yolumes Elkem incl. optiens for Q-Cells Mwp [ 07} 84 3t2 473 ~G,182
current negotiations and thickness  Additiona) potential zvailabilities?) Mwp [ __80] 250 480 £10 3
reducticn. Based on experience -
only a part (~30% in 2007) leads Welghled sum MWD :37693 5§53 859 1,083 -~ 10, 147
to additional delivery quantities.

3} Forecasts will be undertaken later Sales (20071 2008 2009 2010 2011-2018
on in the relevant time frames. Contracted/secured® MWp 2711 349 346 312 723

# /- 10% variation because of In Negotiation®) Mwp 267 45 50 57 275
stipulatians.

5 Sales to commence for Elkem C 2
volumes.

Core business New technologies Consolidation Group
Full Equity
OVERVIEW BUSINESS SEGMENTS 01/01 - 09/30/2006 consolidation" consolidation?!
C 1

I Calyxa GmbH
Brilliant 234. GmbH Revenues €, millions 5393 0.2 0.0 [ /395

. ‘éHFgegh'LﬂOg"eS A Gross profit €, millions 2226 0.7 -0.7 [ZZZ%]
on S AG Operating income (ESIT) €. millions 131.6 -2.2 —0.1  [CIz94]

The Solaria Corporation Net income €, millions 91.2 -2.4 7.0 ~0.1 gn.5




S 1)

BraMzR st

< B




BOARD OF DIRECTORS

[ I

MANAGEMENT OVERVIEW

MAGAZINE

SHARE

FINANCIAL STATEMENTS

ADDITFIONAL INFORMATION




Do 4 @-Calla,

Not a day goes by without some public discussion about the issue of a
sustainable and secure energy supply. There are more than enough rea-
sons for this: the consequences of man-made changes to the climate are
becoming ever more apparent and experts’ forecasts increasingly dra-
matic. The latest report by the Intergovernmental Panel on Climate
Change (IPCC) and the economic study by Sir Nicholas Stern have shown
aven more dramatically the ecological and eccnomic disasters facing us
if we fail to act decisively. The situation is exacerbated by rising prices
for conventional energy sources and increasing unease about dependence
on politically unstable, authoritarian or fundamentalist states, which have
reserves of fossil fuels.

Solar energy is playing a more and mere important role in these debates.
It is true that the proportion of total electricity generated by photovoltaic
systems only amounted to 0.3 % in Germany, which leads the way in their
use, in 2006, but its future prospects are unigue: the sun is the only
unlimited energy source at our disposal.

This is increasingly reflected in the growth curves of global photoveltaic
markets. In 2006, the production of solar cells grew by 40 % worldwide
and continuing high rates are {orecast for Photovoltaic applications over
the next few years. Q-Cells AG is operating proactively in this environment
and has set itself two strategic targets: growth and cost reductions. Qur
major target is to reduce the costs of photovoltaic systems rapidly and
permanently and to make this form of energy competitive on the market
as fast as possible and consequently independent of any government sub-
sidies. To achieve this, Q-Cells AG is focusing on developing photoveltaic
technology further. In 2006, we increased staff numbers in our Technol-

ogy department substantially and will continue to do this. Furthermore,
we cooperate with leading research institutes and are heavily invelved in
the development and commercialisation of new technologies, which show
great cost reduction potential because they require far less semiconduc-
tor material. Thanks to these endeavours — which are also being made, as
a matter of course, by other companies along the entire value creation
chain — we are only a few years from achieving competitiveness at peak
load times, Until we achieve this, we need one thing above all: calculable
political framnework conditions in our heme market Germany and in other
regions of the world. A key industrial sector of the future is evolving with
the solar industry. Those who act with foresight now will remain at the
forefront of this development in the long-term.

AN OVERVIEW OF 2006

In 2006 we continued our consistent pursuit of our strategic growth
target. In our core business — the manufacture of polycrystalline and
monocrystalline solar cells based on silicon wafers — we further expanded
our production capacity. By bringing line IV to full production capacity
and through redevelopment and expansion measures, we increased our
production capacity in all lines from 234 to 336 Megawatt peak (MWp)
at the year-end.

Production of polycrystalline and monocrystalline solar cells rose to 253.1
MWp from 165.7 MWp in the previous year, which eguates to an increase
of 53%.

Our sales rose by 80% to € 539.5 million compared with € 299.4 mil-
lion in 2005,

Both operating income (EBIT} and net income for the period increased .

strongly: EBIT of € 129.1 millien and net income without one-off effects
of € 87.7 million represent an increase of 104 % and 120 % respectively
on the previpus year's figures of € 63.2 million and € 39.9 million
respectively.




Thanks to the expansion in our production capacity and continuous
growth in production, sales and profits, we were able 1o create 197 new
jobs in the Group in 2006. At the year-end 2006, Q-Cells employed 964
staff, of whem 39 were trainees.

The continuing scarcity of the raw material silicon remained one of the
key issues facing the international photovoltaic industry in 2006. This
year, too, we succeeded in securing our raw material suppty and hence
our growth with new, long-term supply contracts.

At the beginning of 2007 we concluded an agreement with the Norwegian
company Elkem Solar, which secures us considerable quantities of
silicon. The contract provides for Elkem Solar supplying Q-Cells AG with
contractually agreed quantities of metallurgical silicon from 2008.
Besides a basic guantity — 8OO tennes in 2008, 2,800 tonnes in 2009
and 2,400 tonnes every year from 2010 to 2018 — Q-Cells has the option
of purchasing an additional quantity of up to 1,600 tonnes in 2010 and
between 2,500 and 5,000 tonnes in the following years of the contract
term. The total quantity of silicon that will be supplied as part of the
agreement is expected o correspond to a total output of maore than
10 GWp frem the solar cells produced from it. This means that in view of
the quantities of silicon already secured by contract, Q-Cells AG will
probably have enough material at its disposal as early as 2010 to produce
more than 1 GWp of solar cells per year. That is roughly four times our
producticn output in 2006.

The use of metallurgical silicon will make a substantial contribution 1o
overcoming the current scarcity of silicon on a sustained basis and con-
sequently reducing the costs of photovoltaic energy significantly. We are
cenvinced that the long-term contract anncunced at tha beginning of Feb-
ruary will give Q-Celis a censiderable competilive advantage.,

On the sales side, we concluded additional long-term supply contracts in
2006 and, as planned, further diversified and internationalised our cust-
omer base. Spain was the most important growth market this year. In
addition, other strategically important foreign markets in Southern
Europe, East Asia and North America played an increasingly significant
role. In 2006, we succeeded in increasing the export ratic to 53.3% in
2006, up from 36.8% in the previous year, The target for the currant
year is to increase this ratio to 60%.

BOARD OF DIRECTORS

We continued to pursue our strategic target of cost reduction in 2006.
We achieved this by boosting our research and development activities, by
developing products still further and by optimising our production pro-
cesses on an ongoing basis.

We view research and development as a crucial tocl in reducing costs. We
therefare substantially increased staff levels in our technology depart-
ment. While there were 57 scientists and engineers working on improving
preducts and processes at the beginning of the year, by the year-end 107
staff were employed here. One result of these endeavours is that the
diet” project to reduce cell thickness - and consequently to reduce the
use of silicen - could be continued successfully. Our standard product is
currently 200 microns (pm) thick, and we have already carried out sev-
eral test series with wafers that are only 160 um thick. By comparison,
in 2003 the wafers were still 330 pm thick, Q-Cells is not onty working
an optimising conventional cell technology but also on new cell concepts
with far higher potential efficiency ratings. In order to press ahead with
these research and development projects, we started work on construct-
ing our own test line solely for R&D purposes at the end of 2006. This
facility will be avaitable to our researchers from the second half of
2007.

In 2006 we focused particularly on our involvement in new photovoltaic
technologies. Above all, we expect themn to make a crucial contribution to
reducing the costs of generating solar electricity.

EverQ GmbH, in which Q-Cells holds a 33.3 % stake, began mass produc-
ticn of wafers, cells and modules in its first factory in Thalheim in April
2006. EverQ achieved break-even a mere two months later and has been
in the black since then. In view of this success. the various partners
involved quickly made the decision to expand further. Its second factory
with a capacity of 60 MWp is currently under construction and will start
production as early as the second quarter of this year.
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In 2006, Q-Cells established several companies in the field of thin-film
technology or invested in existing companies. Its wholly owned subsidiary
Brillant 234. GmbH has already constructed its first production facility
for the so-called micromorph silicon thin-film modules and will begin test
production by the middle of this year. The same is true of Catyxo GmbH,
which was established in 2005, It wili commercialise a newly developed
cadmium telluride technology, for which we acquired an exclusive global
license. We recently established Solibro GmbH, a German-Swedish joint
venture in which Q-Cells holds §7.5% of the shares. It is focusing on
Copper Indium Gallium Diselenide, usually abbreviated to CIGS, technol-
ogy and is expected to construct its first factery during the coming year.
VHF-Technologies SA, which is based in the Swiss town of Yverdon-les-
Bains, pursues a slightly different approach. The company develops and
produces flexible silicon thin-film modules under the brand name Flex-
cell. The vast majority of its production, which is currently still small
scale, is sold to end consumers and is geared to use in cutdoor activities,
such as a source of energy for sailboats. Q-Cells AG, which presently
holds 23.4 % of the shares and has an option over 51 %, aims not only to
establish photovoltaic technology as part of people's everyday lives but
also to develop new market segments in building-integrated photoveltaics
and in industrial rocfing by scaling up this technology. We see great mar-
ket potential in this area in particular, since there are many roofs, particul-
arly in the USA but also in Europe and East Asia, which are structurally
unsuitable for installing conventional photovoltaic systems.

Finally, Q-Cells AG invested in the US Selaria Corporation in 2006. The
company, which is based in Fremont {California), is developing a technal-
ogy, which allows it to manufacture two or three times the number of
maodules from the same quantity of silicon or solar cells by concentrating
the sunlight.

Q-Cells AG again received well-known business prizes in 2006. For exam-
ple, the company was given the Technology Fast 50 award by the auditors
and consultants Deloitte. The Fast 50 is a ranking of the fastest growing
technology companies in Germany. Deloitte calculated it for the first
time: in the period from 2001 to 2005 Q-Cells AG's sales rose by
33,000%. With this figure Q-Cells was placed second in the European
Technology Fast 500.

Figures from public life and politicians from all parties visited Q-Cells
AG's offices in Thalheim in 2006. We should like to emphasise the visit
by the President of the Federal Republic of Germany, Dr. Horst Kahler,
who was accompanied by his wife and the Minister President of the State
of Saxony-Anhalt, Professor Dr. Wolfgang Bohmer. We were also very
happy to receive visits by their Excellencies Rachid Bouhlal, Ambassador
of the Kingdom of Morocco, and Hanno Rumpf, Ambassader of the Repub-
lic of Namibia.

We should like to take this opportunity to thank our employees for their
dedicated commitment. Without them, our achievements would not have
been possible. They have not only periormed with excellence in complet-
ing their own tasks, but also quickly and smeothly integrated the many
new employaes we hired as a result of our rapid growth. We should also
like to thank our customers and business partners for their excellent and
close partnership.

We should also like to thank our shareholders for the confidence they
place in our work.




Unfortunately Q-Cells AG also suffered & major and tragic loss in 2006.
Qur co-founder and long-time Chief Technology Officer Reiner Lemoine
died after a long, serious illness on December 6, 2006 at the age of only
57. Mr Lemaine had already resigned from the Board of Directors with
effect from October 27, 2006.

In Reiner Lemoine we have not only lost a founder and committed Chief
Technology Officer but also a quite remarkable man. Without visionaries
like Reiner Lemaine, this industry and Q-Cells would not exist, The estab-
lishment of Q-Cells is due to his farsightedness. His plan was always
clear: to make the small photovoltaic industry competitive and to make
sclar energy one of the principal sources of energy. This is what drove him
and the fact that we have all got closer to this goal in recent years is
largely due to him.

We miss him greatly and are proud to be able to continue the company as
he would have wished.

Al =+ 5 2oy

Anton Milner Thomas Schmidt Dr. rer. pol. Hartmut Schiining

CEC Coo CFO
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1 DR. THOMAS VAN AUBEL

Chairman of the Suparvisory Board (since 11/1999, appointed until 2009}

Attorney at faw at VAN AUBEL Rechtsanwilte

2 DR. DINNIES JOHANNES VON DER DSTEN

Yice Chairman of the Supervisory Board (since 11/1999, appointed until 2009}

Managing Cirector of IBG Beteiligungsgesellschaft Sachsen-Anhalt mbH

3 MARCEL EGMOND BRENNINKMEIJER
Member of the Supervisory Board since 12/2002, appointed until 2009
CEO Good Energies Inc.
Director al Good Energies Investment B.V.

4 DR. CHRISTIAN REITBERGER
Member of the Supervisory Board since 03/2004, appointed until 2009
Partner in APAX Partners Beteiligungsberatung GmbH

5  IMMO STRGHER
Member of the Supervisory Board since 11/1999, appointed until 2009
Entrepreneur in the field of renewable energies industry

6 FRAUKE YOGLER
Member of the Supervisory Board since 2005, appointed until 2009
Attorney at law and Tax Advisor at Vogler Roessink Chalupnik

7 HARTMUT KARCHER
Member of the Supervisory Board since 2005
Employee representative
Pasition in the company: Operator

8 CONSTANZE SCHMIDT
Member of the Supervisory Board since 2005
Employee representative
Position in the company: Employee HR

9 UWE SCHMORL
Member of the Supervisory Board since 2005
Employee representative
Position in the company: Production Manager




SUPERVISORY BOARD

REPORT OF THE SUPERVISORY BOARD

FOR THE FISCAL YEAR FROM JANUARY 1 TO DECEMBER 31, 2006

During the year under review the Supervisory Beard monitored manage-
ment on a regular basis and provided advice on all issues of significance.
To this end, the Executive Board kept the Supervisory Board informed on
the Company's situation and key business transactions in a regular,
prompt and comprehensive manner in both written and cral form. The
Supervisory Board dealt with Executive Board reports in five meetings.
The Supervisory Board also discussed the Company’s development with
the Executive Board on an ongoing basis outside the scope of meetings.

KEY MEASURES AND DEVELOPMENTS

The expansion of GQ-Cells AG's production capacity through the construct-
ion of a fifth production line and invesiment in new photovoltaic techno-
logies formed a substantial part of the Supervisory Board's discussions
with the Executive Board.

The key topics of these joint discussions were:

111

the expansion of production capacity in the Company's core business
thraugh the construction of a new fifth production line in Thalheim,
research and development projects in the Company’s core

business and the planning of a research and development line,
investment in new photovoltaic technologies, in particular, the
establishment of Brillant 234, GmbH as a wholly cwned subsidiary
of Q-Cells AG, the establishment of Solibro GmbH as a joint venture
with the Swedish company Solibre AB, the investment in VHF-Tech-
nolegies SA and the investment in The Sotaria Corporation,

the expansion in production capacity at EverQ GmbH and

the increase in Q-Cells AG's stake in the company,

Q-Cells AG's stock option plan for new employees (ESOP 11},

the development of a new Group structure and

the improvement in the site's infrastructure through the construction
of a new office building and the erection of a central chemicals store.

il

Q1w

As was the case in 2005, the cngoing reporting concerning the procure-
ment of silicon and silicon wafers was of special interest 1o the Supervis-
ory Board in discussions with the Executive Board. In 2006, too, the
market was characterized by a shortage in the source material silicon and
this topic was, and still is, therefore cne of prime strategic importance for

Q-Cells AG. The Executive Board kept the Supervisory Board apprised in
depth on procurement strategy as well as the current status of procure-
ment activities. The preparation of the supply contract with the Norwe-
gian company Elkem AS, which was signed in February 2007, was of
particular signiticance in this connection.

Furthermaore, the preparation of and conduct of the first ordinary Annual
Shareholders’ Meeting following the Initial Public Offering {IPO} constitut-
ed a significant portion of the Supervisory Board's work.

CORPORATE GOVERNANCE

Q-Cells AG's Executive and Supervisory Boards issued a joint declaration
of compliance with the Corporate Governance Code under section 161 of
the AktG {Stock Corporation Act) on March 19, 2007.

Details can be found in the declaration of compliance and in the Corpo-
rate Governance report in the Annual Report.

In 2006, the Supervisory Board decided to institute an annual review of
its own work in accordance with the recommendations of the German Cor-
porate Governance Code and carried it out for the first time. The aim of
this seli-review is to make the work of the Supervisory Beard more effi-
cient. The findings of this review will be taken into account and imple-
mented by the Supervisory Board and the Executive Board in preparing
and conducting their joint meetings.

COMPQSITION OF THE SUPERVISORY BOARD

There were no changes to the composition of the Supervisory Beard dur-
ing the period under review. The Supervisory Board consisted of nine per-
sons throughout the whole of 2006.

The following shareholder representatives are elected until the end of the
ordinary Annual Shareholders’ Meeting that resolves the discharges for
the fiscal year ending December 31, 2009:

D:. Thomas van Aubel (Chairman)

Dr. Dinnies Johannes von der Osten (Vice Chairman)
Marcel Brenninkmeijer

Dr. Christian Reitberger

Immao Stréher

Frauvke Vogler

L 1 1 T T
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The following employee representatives are elected until the end of the
ordinary Annual Shareholders’ Meeting that resolves the discharges for
the fiscal year ending December 31, 2009:

Hartmut Karcher
Constanze Schmidt
Uwe Schmorl

e o 1w

COMPOSITION OF THE EXECUTIVE BOARD

The composition of the Executive Board has changed during the period
under review, Mr Reiner Lemoine resigned as Chief Technology Officer for
health reasons with effect from October 27, 2006, At its meeting on
December 7, the Supervisory Board appointed Dr. Florian Holzapfel as
Deputy Executive Board Member responsible for Technology.

The Executive Board consists of Messrs Anton Milner, Thomas Schmidt
and Dr. Hartmut Schining as well as Dr. Florian Holzapfel as deputy
member.

The Supervisory Board received the news that Mr Reiner Lemoine had
died on December 6, 2006, with great dismay and sadness. As the
founder of Q-Cells AG and member of the Executive Board over many
years, Mr Lemoine was a major driver behind the Company’s positive
development and shaped Q-Cells AG. The Supervisory Board is mourning
a calleague, who was as competent as he was endearing and a very spe-
cial person.

WORK OF THE COMMITTEES
The Supervisory Board has created three committees.

The Audit Committee was engaged extensively with planning fiscal years
2006 and 2007 during the period under review. Discussions centred on
accounting questions, the consolidation of subsidiaries and affiliated
companies as well as the organization of risk management with regard to
contract risks. The activities undertaker by the Audit Committee as part
of the preparation and review of the annual financial statements and con-
solidated financial statements are presented below in the section on
JAnnual Financial Statements and consolidated financial statements’.
Another focus of activity was the valuation of stock options under IFRS.

Members of the Audit Committee during the entire period under review
were:

Frauke Vogler {Chairwoman)
Dr. Dinnies tohannes von der Osten

The Compensation Committee dealt with compensation systems in the
Company during 2006, in particular for those affecting the Executive
Board and management, as well as the design of the Stock Option Pro-
gram |l

Members of the Compensation Committee during the entire period under
review were:

Dr. Thomas van Aubel (Chairman)
Marcel Brenninkmeijer
Dr. Christian Reitberger

[IE0 1060100

The task of the Strategy Committee is the discussion of strategic options,
inciuding possible merger and acquisition activity, with the Executive
Board. During the period under review discussions took place with the
Executive Board con the strategy for acquiring silicon, particularly metal-
lurgical silicon, investment in new photovoltaic technologies, the
construction of a research and development test line, the sales strategy,
cost management programs and fundamental questions of corperate
strategy.

Members of the Strategy Committee during the entire period under review
were:

Dr. Themas van Aubel,
Marcel Brenninkmeijer,
Dr. Dinnies Johannes von der Osten and
Dr. Christian Reitberger

e T e o




ANNUAL FINANCIAL STATEMENTS AND CONSOLIDATED

FINANCIAL STATEMENTS

The Supervisory Board appointed KPMG Deutsche Treuhand-Gesellschaft
Aktiengesellschaft Wirtschafispriifungsgesellschait Leipzig, to perform
the audit of the annual financial statements and the consolidated finan-
cial statements of Q-Cells AG consistent with the resolution passed at the
Annual Shareholders’ Meeting on June 29, 2006. The consolidated finan-
cial statements were compiled in accordance with the principles of the
International Financing Reporting Standards (IFRS). as they are to be
applied in the EU, and with the principles of the German Commercial
Code (HGB) tc be applied in accordance with section 315a paragraph
1 HGB.

The Audit Committee discussed the annual financial statements for 2006
and the consolidated financial statements for 2006 with the auditors, the
Chiet Financial Officer and Company employees and, in so doing, set the
following emphases for the review:

Management of the foreign exchange risk,
Processes and internal control system for the recording of centracts,
Stock-taking, processes and inlernai control system.

U6F 01

Accounting for individual balance sheet items and their presentation in
the Notes were discussed. In conclusion, the auditors and the Executive
Board have responded to all questions of the Audit Committee on indi-
vidual balance sheet items and their presentation in both the financial
statements of 2006 and the consolidated financial statements of 2006.

The annual financial statements and the consclidated financial state-
ments were the subject of discussicn by the Supervisory Board in the
presence of the auditar. The audit was monitored by the Audit Committee,
which also prepared a report to the plenary Supervisory Board. The audi-
tor granted an ungualified audit opinion on the annual financial state-
ments, the Management Report, the consolidated financial statements
and the Group Management Report.

SUPERVISORY BOARD

The plenary Supervisory Board for its part examined the annual financial
statements, the Management Report prepared by the Executive Board,
the recommendaticn for appropriation of profits made by the Executive
Board as well as the consolidated financial statements and the Group
Management Report.

The Supervisory Board agreed with the findings of the auditor on the
review of the annual financial statements,

The Supervisory Board raised no objections as a result of its own review.
It approved the annual financial statements and consolidated financial
statementis prepared by the Executive Board. They are therefore adopted.
The Supervisory Board agrees with the Executive Board's recommenda-
tion for the appropriation of profits.

NOTES TO THE MANAGEMENT REPORT AND THE GROUP

MANAGEMENT REPORT

Subscribed capital amounted to EUR 74,725,728.00 as of the balance
sheet date and was divided intc 74,729,728 bearer shares at no par value
carrying voting rights.

At the time the balance sheet is being prepared, the subscribed capital
amounts to EUR 109,053,307.00 and is divided inte 109,053,307
shares at no par value and inte (i) 78,483,323 ordinary shares carrying
voting rights and (ii) 30,569,984 preference shares without voting rights.
The change in the subscribed capital is based on a capital increase
through centributions in kind making partial use of the authorized capital,
which was recorded in the Commercial Register on February 5, 2007.

The capital increase through contributions in kind is based on the follow-
ing:

On February 5, 2007, Q-Cells acquired 17.9% of the shares (88,456,767
shares) in REC Renewable Energy Corporation ASA based in Havik/Nor-
way from Good Energies Investments B.V. (Good Energies}. In addition to
securing large quantities of metallurgical silicon, Q-Cells has as a result
invested in the world's largest manufacturer of polycrystalting silicon and
of silicon wafers for solar cell production and one of the leading photo-
veltaics companies in the world.
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As a result, Good Energies has increased its helding in Q-Cells. As part
of the capital increase through caontributions in kind Q-Cells has issued
34,323,579 new shares to Gocd Energies. Of these shares, 3,753,595
were issued as ordinary shares carrying voting rights. As a result, Geod
Energies has achieved a 29.9% share of voting rights. The remaining
30,569,984 shares are preference shares, which carry no voting rights
and are not listed on the stock exchange. However, Good Energies is entit-
led to convert the preference shares into ordinary shares in a stock
exchange admission process and register them for trading on the stock
exchange. The preference shares carry a small dividend advantage of
3 cents per share. As a result of issuing the new shares Q-Cells’ share
capital has increased to the above mentioned figure of EUR
109,053,307.00. Following the transaction Good Energies holds 29.9%
of the capital carrying voting rights and 49.55% of the total share
capital.

As of the balance sheet date, authorized capital amounted to
EUR 36,913,604.00. Because of the capital increase through contribu-
tions in kind on February 5, 2007 it amcunts to EUR 2,590,025.00 at
the time the balance sheet is being prepared. The authorized capital
allows the Executive Board, with the consent of the Supervisory Board, to
carry out short-term capital measures, in particular, in as much as the
Executive Board is authorized to and with the consent of the Supervisory
Board, to decide on the exclusion of subscription rights. As a result, in
suitable individual cases Q-Cells AG is able to acquire companies or hold-
ings not only by paying a purchase price in cash but also by ceding shares
in Q-Cells AG.

The Company's share capital is conditionally increased by up to
EUR 2,539,200.00 by the issue of up to 2,539,200 no par value bearer
shares (Conditional Capital |). Conditional Capital | serves to redeem sub-
scription rights (stock options), which the Executive Board was authorized
to issue by the Annual Shareholders’ Meeting on December 29, 2C03.
Since 2005 stock options may no longer be issued under Conditional
Capital 1.

Conditional Capital 1, which amounted to EUR 2,609,688.00 as of the
balance sheet date, serves to redeem subscription rights {stock options),
which the Executive Board was authorized to issue by the Annual Share-
holders’ Meeting on August 16, 2005. The Executive and Supervisory
Boards are convinced that employee participation achieves a closer iden-
tification with the Company's aims and, as a result, mctivates employees
to work harder.

Conditional Capital |11, which amounted to EUR 29,530,884.00 as of the
balance sheet date, serves to grant option rights and option obligations to
the holders of warrants under warrant bonds or of conversion rights or
conversion obligations to the holders of convertible bonds, which are
issued on the basis of the authorization resolution by the Annual Share-
holders' Meeting on June 29, 2006 by the Company or a subordinate
affiliated company. The aim is to secure and extend Q-Cells AG's options
for financing its activities. The Executive Board shall, with the consent of
the Supervisory Board, have the option of raising finance flexibly and rap-
idly in the interests of the Company if favourable conditions materialize
on capital markets. No use was made of the autherization to issue warrant
or convertible bonds in the period under review, that is in 2006. How-
ever, the Company made partial use of the authorization on February 28,
2007 by issuing a convertible hond for EUR 492,500,000.00 through its
subsidiary Q-Cells International Finance B.V.

The Company was authorized by the Annual Sharehclders’ Meeting on
June 29, 2006, in accordance with section 71 paragraph 1 No. 8 of the
AktG, to acquire own shares and use them, excluding shareholders’ sub-
scription rights, in such a way as to be able te offer them as part of a
merger with companies or as part of the acquisition of companies or hold-
ings and issue them as part of employee participation plans. The Com-
pany made no use of this in the peried under review.

The Company is run and represented vis-#-vis third parties by the Execu-
tive Board. The Executive Board may consist of one or more persons, who
are appointed for a maximum of five years; reappointment is permissible,
The Supervisory Board determines the number of Executive Board mem-
bers, their appointment and revocation of their appointment. Currently
there are four members of the Executive Board.

In accordance with section 133 of the AktG, the statutes may only be
amended by a resolution of the Annual Shareholders’ Meeting. Resclu-
tions by the Annual Shareholders’ Meeting require a simple majority of
the votes cast unless the law compels otherwise or the statutes stipulate
different majority requirements.




HOLDINGS IN Q-CELLS AG

Up to the date on which the balance sheet was prepared (February 28,
2007) Q-Cells AG received the following natifications from the Company's
shareholders in accordance with the provisions of the Wertpapierhan-
delsgesetz {WpHG = Securities Exchange Act}):

Entrepreneurs Fund Helding AG, Zug, Switzerland, notified us in accord-
ance with section 21 paragraph 1 WpHG that its share of the voting rights
in Q-Cells AG exceeded the threshelds of 5% and 10% cn February 16,
2006 and subsequently amounted to 16.39% and that all its voting
rights were imputed in accerdance with section 22 paragraph 1 clause
1 Ne, 1 WpHG.

Fidelity International (FRM Corp.), Boston, Massachusetts, USA, notified
us in accordance with section 21 paragraph 1 WpHG that its share of vot-
ing rights in our Company exceeded the threshold of 10% on August 1,
2006,

The company Good Energies tnvestments B.Y,, Amsterdam, the Nether-
tands, natified us in accordance with section 21 paragraph 1 WpHG that
its share of voting rights in Q-Cells AG exceeded the threshold of 25% on
September 1, 2006 and subsequently amounted to 25,43 % and that of
this figure a share in the voting rights of 0.81% was imputed to it in
accordance with section 22 paragraph 1 clause 1 No. 5 WpHG,

COFRA HOLDING Aktiengesellschaft, Zug, Switzerland, notified us in
accordance with section 21 paragraph 1 WpHG that its share in the vot-
ing rights of Q-Cells AG exceeded the threshold of 25% on September 1,
2006 and subsequently amounted to 25.43% and that of this figure
a share in the voting rights of 24,62 % was imputed to it in accordance
with section 22 paragraph | clause 1 No. 1 WpHG and share in the vot-
ing rights of 0.81% was imputed to it in accordance with section 22
paragraph 1 clause 1 No. 5, clause 2 WpHG.

SUPERVISORY BOARD

Entreprensurs Fund Holding AG, Zug, Switzerland, nctified us in accord-
ance with section 21 paragraph 1 WpHG that its share of the voting rights
in Q-Cells AG exceeded the threshold of 25% on September 1, 2006 and
subsequently amounted to 25.43 % and that of this figure a share in the
voting rights of 24.62 % was imputed to it in accordance with section 22
paragraph 1 clause 1 No. 1 WpHG and a share in the voting rights of
0.81 % was imputed to it in accordance with section 22 paragraph 1
clause 1 No. 5, clause 2 WpHG.

THANKS FROM THE SUPERVISORY BOARD

The Supervisory Board wishes to thank the Executive Board, Company
representatives and all employees of Q-Cells AG and its affiliated com-
panies for their great commitment and successful hard work.

Berlin, March 21, 2007

Vi/ﬁf /

/

Dr. Thomas van Aubel
Chairman of the Supervisory Board
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1. EXECUTIVE BOARD, SUPERVISORY BOARD AND ADVISORY BOARD
The Executive Board of Q-Cells AG manages the Company and is super-
vised and advised by the Supervisory Board. The Executive Board informs
the Executive Board regularly and without delay of issues of strategy and
planning relevant to the total enterprise as well as with regard to business
development, the financial position and performance and business risks.
Furthermore, the Supervisory Board has determined that the Executive
Board must have the consent of the Supervisory Board for certain types
of transactions. The Supervisory Board meets at least two times every six
months of the calendar year. It has formed an Audit Committee, a Com-
pensation Committee and a Strategy Committee from among its mem-
bers. More detailed information concerning the activity of the Supervi-
sory Board and the cooperation between the Supervisory Board and the
Executive Board can be found in the Report of the Supervisory Board. In
addition, the Company has established an Advisory Board which meets
twice a year and has the function of advising the Executive Board on stra-
tegic matters like international expansion, questions of economics and
monetary policy, growth management or public affairs. The Advisory
Board is not a corporate board under corporate law but is a body volun-
tarily established by Q-Cells AG.

2. SHAREHOLDERS

We use the financial calendar published on our website (www.g-cells.
com) to inform shareholders and interested persons of all important
events. In addition to ad hoc announcements, other current developments
and important company informaticn are available on our website at any
time. Moreover, the Company’s articles of incorperation, its current and
previous annual and guarterly reports as well as analysts’ presentations,
information concerning share performance and a summary of speeches by
members of the Executive Board to the Annual Shareholders' Meeting in
2005 are available on the website. In the Annual Shareholders' Meeting,
shareholders have the possibility to exercise their voting right themselves
or through a proxy of their choice.

OVERNANCE REPORT 2006

3. JOINT DECLARATION BY THE EXECUTIVE BOARD AND SUPER-

VISORY BOARD REGARDING THE CORPORATE GOVERNANCE CODE
Section 161 of the German Stock Corporation Act {AktG) requires the
Executive Board and the Supervisory Board of a listed stock corporaticn
to declare once a year that the recommendations of the German Corporate
Governance Code have been and are being comptied with. The German
Corporate Governance Cede is published by the Federal Ministry of Jus-
tice in the official section of the electronic Federal Gazette and is also
available on the website www.corporate-governance-code.de, It contains
recommendations regarding the shareholders and the Annual Sharehold-
ers' Meeting, the Executive Board and the Supervisory Board, transpar-
ency, reporting and the audit of annual financial statements. If the listed
stock corporation in question has not complied with or does not intend to
comply with a recommendation, the Executive Board and Supervisory
Board must, in accordance with Section 161 AkiG, announce this in their
annual compliance statement.

In their compliance statement of March 19, 2007, the Executive Board
and Supervisory Board of Q-Cells AG declared their compliance with the
recommendations of the Government Commissicn on the German Corpo-
rate Governance Code as revised on June 12, 2006 and published by the
Federal Ministry of Justice in the official section of the electronic Federal
Gazette with the following exceptions:

= In deviation from Clause 3.8 of the Code, the Company has taken out
D&O insurance for the Executive Board and Supervisory Board without
a personal deductible. The Executive Board and Supervisory Board are
of the opinion that the deductible of a D&O policy is not the appropri-
ate method of achieving the goals of the Code. Such deductibles are
normally insured by the members of the Executive Board and Supervi-
sory Board so that the actual function of the deductible becomes pur-
poseless and the issue is finally simply the level of compensation of
the Executive Board and of the Supervisory Board. For that reason,
a deductible is not customary in other countries.




In deviation from Clause 6.6 of the Code, our intention is not provide
itemized disclosure of ictal ownarship of shares or related financial
instruments held by the Executive Board and Supervisory Board in the
corporate governance report even should total holdings of all Executive
Board and Supervisory Board members exceed 1% of the shares issued
by the Company. The Executive Board and Supervisory Board are of
the opinion that the disclosure obligations when a shareholder’s hold-
ings exceed certain thresholds, as stipulated in the Stock Corporation
Act, are sufficient.

The declaration of conformity must be made constantly accessibte to the
Company's shareholders on the Coempany's website. 1In conformity with
Clause 3.10 of the Code, older declarations of conformity will be kept
available for viewing on the Company's website for a period of five
years.

4. REPORT ON THE COMPENSATION OF THE EXECUTIVE BOARD

a. Principies of the compensation system for the Executive Board
The members of the Executive Board receive remuneration made up
of several components:

a fixed annual base salary

variable compensation, the amount of which is based on the extent
to which personal and cerporate goals were met

stock options awarded

1

1

The fixed base salary is paid monthly and reviewed at regular intervals for
conformity with the market and appropriateness. No commitments have
been made with regard to the situation that would apply if employment
ends.

In 2006, the Executive Board members Thomas Schmidt and
Dr. Hartmut Schiining exercised some of the stock options awarded in
fiscal 2004.

CORPORATE GOVERNANCE

In compliance with the recommendations of the German Corporate
Governance Code, the total compensation of the members of the Execut-
ive Board thus includes fixed and variable components. Criteria for the
level of the compensation include especially the responsibilities of the
particular member of the Executive Board, his personal performance, the
performance of the Executive Board as a wheole as well as the economic
situation, the success and future prespects of the company with consid-
eration of its comparative environment. The variable compensation and
the stock aption plan are associated with risks, so that is no guaranteed
compensation.

b. Compensation of the Executive Board members in 2006
Yariable
Fixed com- compensat- Stock options

NAME pensation ion awarded Total

€000 € 000 € '000 € 000
Anton Milner, CEC 1565 146.3 None 3018
Or. Hartmut Schiining, CFO 161.1 131.6 178.7 471.4
Thomas Schmidt, COO 162.5 134.6 1777 474.8
Reiner Lemaine, CTO
(until 30.5.06) 180.0 101.0 None 281.0
Dr. Flerian Holzaptel, CTO
{trom 7.12.06) 8.3 9.0 4.2 21.5
Total [ e674] (T 5225] [ 3e0E} [ 15508

s .|

5. COMPENSATION OF THE SUPERVISORY BOARD
a. Principles of the compensation system far the

Supervisory Board
In line with the proposal of the Executive Board and the Supervisery
Board, the compensation of the Supervisory Board is determined by the
Annual Shareholders” Meeting.

In addition to the reimbursement cof expenses, each member receives
fixed and performance-based annual remuneration. Decisive for the cal-
culation of the performance-based remuneration is the group net incormne
posted in the group annual financial statements in line with IFRS. Mem-
bers of committees additionally receive a perceniage of the fixed and
variable compensation. The level of compensation is determined by the
Annual Shareholders’ Meeting on the basis of a simple majority.
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h. Compensation of Supervisory 8oard members in 2006

SUPERVISORY BOARD MEMBER

Fixed Variable Fixed and Waiver Total
remuneration remuneration variable  previous years
remuneration
Committee
€ '000

€'000 € '000 € 000

Dr. Thomas van Aubel 24.3 0.0 89.1
Dr. Dinnies Johannes von der Osten _—i 16.2 -3.0 61.8
Marcel Brenninkmeijer | ] — 16.2 0.0 48.6
Dr. Christian Reitberger I 16.2 -40.7 7.9
Immo Stréher I 0.0 0.0 32.4
Frauke Yogler I 16.2 0.0 48.6
Uwe Schamorl [ K ] 0.0 0.0 32.4
Constanze Schmidt —— ] 0.0 0.0 32.4
Hartmut Karcher I 0.0 0.0 32.4
T -

Total 2006

c. Legal advice from VAN AUBEL law firm

The Chairman of Q-Cells AG's Supervisory Board, Dr. Thomas van Aubel,
is a partner in the law firm VAN AUBEL Rechtsanwalte. He also advised
Q-Cells AG in legal maiters in fiscal 2006. Q-Cells AG was invoiced a
total of EUR 691,315.83 (gross incl. disbursements) in fiscal 2006 for
legal advice from Dr, Thomas van Aubel, other partners and employees in
the law firm VAN AUBEL Rechtsanwalte.

6. OWNERSHIP OF SHARES AND OTHER FINANCIAL INSTRUMENTS
As of December 31, 2006, the members of the Executive Board and
Supervisory Board of Q-Cells AG in aggregate own the following number
of shares of the Company as well as related financial instruments (includi-
ng stock options):

No. 28,682,241
No. 645758

Shares:
Options:

89.1

1. NOTIFICATIONS PURSUANT TO SECTION 15A OF THE GERMAN
SECURITIES TRADING ACT (WPHG) (DIRECTORS' DEALINGS)
Pursuant to Section 15a of the German Securities Trading Act (WpHG),
members of executive boards, supervisory boards and persons who have
a close association with a member of an executive board or supervisory
board must report transactions tnvolving the company’s shares or related
financial instruments (directors’ dealings) to the German Federal Finan-
cial Supervisory Authority and the Company. The Company promptly pub-
lishes notifications concerning directors’ dealings on its website upon

receiving the notification.

In 2006, the Company received notifications pursuant to Section 15a of
the Securities Trading Act regarding the following transactions:

TVVG Solarbeteiligpungen GmbH, a legal entity in close association with a
member of the Supervisory Board, sold 383,386 shares at a price per
share of EUR 68 on January 20, 2006.




Pluto Solarbeteiligungen GmbH, a legal entity in close association to a
natural person in close association to a member of the Supervisory Board,
sold 191,693 shares at a price per share of EUR 68 on January 20,
2006,

Stroher Finanzholding AG, a legal entity in close association with a mem-
ber of the Supervisory Board, sold 5,402,053 shares at a price per share
of EUR 77 on April 20, 2006.

Stréher Finanzholding AG, a legal entity in close association with a mem-
ber of the Supervisory Board, sold call options to 2,164,403 shares at a
price per share of EUR 8.73 on April 20, 2006 in connection with the
issue of an exchangeable bond. These options wili fall due on April 15,
2009, the exercise price is EUR 51.98 (following the share split; it was
EUR 103.95 when the options were sold).

TVVG Sclarbeteiligungen GmbH, a legal entity in close association with a
member of the Supervisory Beard, sold 800,000 shares at a price per
share of EUR 77 on June 11, 2006.

Pluto Sclarbeteiligungen GmbH, a legal entity in ciose association with a
natural persen in close association with a member of the Supervisory
Board, sold 400,600 shares at a price per share of EUR 77 on June 11,
2006.

8. STOCK OPTION PLANS AND SIMILAR INCENTIVE SYSTEMS

By resolution of the Annual Sharehclders’ Meeting of Q-Cells AG on
December 29, 2003, the Executive Board - or, if it was itself affected,
the Supervisory Board — was authorized to issue stock options to current
and future memkbers of the Executive Board and employees of the Com-
pany as well as corporate hoards and employees of fuiure subsidiaries as
part of Stock Opticn Plan 2003. By resclution of the Annual Sharehold-
ers’ Meeting of Q-Cells AG dated August 16, 2005, the Steck Optien Plan
2003 was closed. Furthermore, by resolution of the Annual Shareholders’
Meeting on August 16, 2005, the scope of the conditional capital for
servicing Stock Option Plan 2003 was limited to the scope of the options
issued by that time. For servicing Stock Option Plan 2003, the Compa-
ny's share capital has now been conditionally increased by up to EUR
2,539.200.00 through the issue of up to 2,539,200 bearer shares {Con-
ditional Capital ).

CORPORATE GOVERNANCE

On Auvgust 16, 2005, the Annual Shareholders” Meeting of Q-Celis AG
voted to introduce the Stock Option Plan 2005, Accordingly, the Execu-
tive Board — or, if it was itself affected. the Supervisory Board - is author-
ized to issue up to 434,948 subscription rights to current and future
employees of the Company and members of the Executive Board as well
as corporate boards and employees of current or future affiliated compa-
nies. For servicing Stock Option Ptan 2005, the Company's subscribed
capital has been increased by up to EUR 2,609,688.00 through the
issue of up to 2,609,688 bearer shares (Conditionai Capital 11).

The Annual Sharehclders’ Meeting of Q-Cells AG voted to amend the
modalities of Stock Option Plan 2003 on June 29, 2006. Pursuant to this
resolution, to avoid breaches of the rules on insider trading, subscription
rights may only be exercised four times in the fiscal year within two week
periods even after the expiry of the 2 year minimum waiting period irre-
spective of compliance with the performance target. These exercise peri-
ods will each start on the third banking day fellowing publication of the
quarterly reports for the secand and third quarters, the balance sheet
press conference and the ordinary Annual Shareholders’ Meeting. The
exercising of subscription rights is also excluded from the date on which
(2-Cells AG anncunces an invitation to its shareholders to purchase new
shares or bonds with conversion or subscription rights or obligations until
the date on which the shares of Q-Cells AG with the entitlement to sub-
scribe are first officially listed ,.ex rights™ on the stock exchange on which
the Q-Cells AG shares were introduced, both dates being inclusive,
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Companies bear responsibility for the society in which they operate. That
which sounds like a truism at {irst is not always self-evident on a day-to-
day basis. It has, however, become more and more apparent in recent
years that a company’s long-term success is closely connected with the
perception of this responsibility — for the company’s staff, for the people
in the region where the company is located, for the environment, climate
and subsequent generations and not least for the shareholders and con-
sequently the owners of the company. The realization that none of these
stakeholder groups can benefit in the long-term if a company violates the
interests of the others has become accepted. It is a case of what is gen-
erally meant by the word , sustainability”: the fusion of economic, eco-
logicat and social aspects in companies’ actions.

Q-Cells AG has faced up to this respensibility from the beginning. Simply
the idea behind the Company's establishment is evidence of that: the
Company's founders wanted to make their coniribution to helping photo-
voltaics make a breakthreugh and make this environmentally friendly form
of energy generation the main energy source in future through the indus-
trial production of solar cells.

A further positive signal was the establishment of the company in an eco-
noemically underdeveloped part of Germany, which had had to cope with
massive job losses following the fall of the Berlin Wall and German uni-
fication. The success of Q-Cells AG there has given many people new
hope of sustained positive economic growth. After all Q-Cells AG is the
only company in the State of Saxony-Anhalt that is listed in one of the
German stock market's top indexes.

In view of our Company’s continuing strong growth and the resultant
increase in its significance to stakeholders, we at Q-Cells know that that
is no longer sufficient for sustainable and responsible corperate develop-
ment, During the rapid growth of recent years we all had our hands full




creating production capacity, developing new markets, securing sufficient
quantities of silicon and employing larga numbers of new staff. However,
we have now created the structures needed to tackle the issue of sustain-
ability with the determination it requires. In 2006, we have therefore
started to develop a sustainability strategy for the Company. This means
carrying out a survey in the first place, the results of which we shall
present to you with this first sustainability report by Q-Cells AG. In the
report we shall be guided by the requirements of the Global Reporting
Initiative (GRI}. At this point we shall refrain from providing the presentat-
ion of the Company's economic situation it requires because this can be
found in the Management Report.

The survey of the envircnmental impact of our processes was possible
because in 2006 we started work on introducing an environmental man-
agement system. We ascertained and evaluated the environmentai aspects
of tha entire Company for the first time. DIN IS0 14001 certification will
be achieved this autumn. From next year, we shall then be able to docu-
ment changes in our environmental impact.

We also started developing a climate protection strategy for G-Cells AG in
2006. Its primary aim is to reduce the damage our production activities
inflict on the climate directly by improving our production processes.
However, we also wish to neutralize unaveidable damage through compen-
satory measures. We have already made a start: all business travel in
2006 has been made climate neutral and we shall continue to do this in
future. A small contribution, certainly, but if we wish to slow global warm-
ing down, then even these small contributions are necessary.

Q-Cells has set out on the long and challenging route towards sustainable
cerporate development. We should like you to join us on this route.

SUSTAINABILITY REPORT 2006

RESPONSIBILITY FOR THE ENVIRONMENT

Photovoltaics is an enviranmentally friendly method for generating elec-
tric current. Since the ,fuel” does not have to be extracted, no environ-
mental damage is caused by drilling or open cast mining. Even more
importantly, since the electricity is generated directly from solar energy,
CO, emissions are avoided. In fact, the solar cells that we have produced
have already achieved a certain amount worldwide. If one takes the spe-
cific CQ, reduction factor calculated by the Fraunhofer Institute for Sys-
tems and Innovation Research on the basis of various investigations as a
basis, one arrives at savings of approx. 310,500 tonnes of CO, for 2007
based on the quantities produced to date. And this is just the start, as
production figures will continue to rise sharply.

Admittedly, the production of solar cells - as in every sector of industry
- does impose burdens on the environment. From the beginning Q-Cells
AG's objective was to keep these as low as possible and to reduce them
further. We tock an important step in this direction in 2006: with the
start of the implementation and certification process for an environmen-
tal management system that meets the requirements of DIN 1S0 14001
we are able, following the frantic and turbulent years spent developing the
company, not only to produce an overview of all material flows and bur-
dens but also to work selectively on reducing the environmental burdens.
Furthermore, the introduction c¢f an environmental management system
helps to create awareness in the Company and to make many staff more
gualified and more aware of these issues in their work. We deliberately
include the topic in both the basic training and development of our
employees. It is also a permanent fixture in our internal corporate com-
munication. As a further sign of our commitment, we joined the regional
.Saxony-Anhalt Envirenmental Alliance”, a voluntary union of the State
government and companies, in 2006.

Against this background, 2006 signifies a small environmantal policy
departure for Q-Cells AG. The present environmental audit repaort offers
a complete overview of the situation in the Company for the first time and
allows it to set concrete targets for improvement. tntegrated environmen-
tal protection is now an impoertant component of our organisation and our
Drocesses.
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In addition to having a complete overview, which is shown in the  Key
Data* section, we can already present our first successes in reducing
environmental burdens we impose. We have made a start in the field of
waste disposal. Through a consistent Group-wide programme of separat-
ing waste and optimizing our disposal contracts, we have increased the
proportion of recyclable waste and reduced the costs of waste disposal
dramatically.

Together with other companies in the industry, Q-Ceils is committed to an
issue that will be extremely important in future, namely the recycling of
photovoltaic systems. As part of an industry initiative organised by Bun-
desverband Solarwirtschaft e V., entitled PV CYCLE, Q-Cells is working on
an industry-wide recycling scheme. At the moment, this is still a minor
issue but within 15 years at the latest there will be large guantities of
solar medules to be disposed of. Entirely in line with the aims of sustain-
able development, this body is working en a return system, which is to
avoid declaring PV modules as waste.

A comprehensive energy management system and a Company-wide
climate strategy, which we are devising with experienced, external associ-
ates, form the second component of our environmental strategy in addit-
ion to the integrated management system. It entails a two-fold approach
to reducing the emission of greenhouse gases: by reducing the use of
energy on the one hand and by neutralizing the remaining emissions
through compensatory measures on the other hand. In this connection,
the avoidance of emissions constitutes the paramount aim. For offsetting
the remaining €0, emissions we shall focus on sponsoring certified Gold
Standard projects, which fulfil all the sustainability criteria. There are no
plans simply to purchase certificates.

CONSUMPTION DATA 2005/2006
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In view of the pressing problems of global warming we have decided to
give a signal even before implementing a comprehensive climate strategy:
we have made all business trips carried out in 2006 climate neutral.
Since the fact that managers and staff take flights is unavoidable for a
company that is operating worldwide, we consider that this is an appropri-
ate way in which we can fulfil our respensibilities.

RESPONSIBILITY FOR OUR EMPLOYEES

Q-Cells AG has only been able to grow so rapidly and so successfully
because its employees have not only contributed their labour but their
complete commitment to the Company from the beginning. We are aware
of this and it has shaped and still shapes our dealings with each other.
We have imposed upon ourselves basic rules regarding fair dealings that
we recorded in a set of basic principles for the first time in 2006, It is
now a matter of embracing these basic principles at all levels to protect
and develop the corporate culture in view of continuing rapid growth.

Part of this culture is the partnership-based and non-confrontational
cooperation between the Executive Board and the employees’ representa-
tives in resoiving any problems that arise. The Company Representation
Group is acknowledged by both the workforce and the management as a
representation of interests and is kept informed and listened to by the
Executive Board via regular meetings. Upcoming changes, such as to the
organizational structure, are either communicated directly to all employ-
ees by the Executive Board or passed by managers to their staff via a
multi-stage system. Communication meetings in which the Executive
Board is available to all staff for a question and answer session take place
once a quarter.

Natural Gas in MWh
2006 EELEEN
2005




In essence, there were two major innevations in the field of staff develop-
ment in 2006.

On the one hand, we have introduced a comprehensive training and devel-
opment system for all employees with the Q-Cells Academy. In addition
to English courses and MS Otffice seminars, it offers events on technical
issues and time management training. It also offers courses for managers
on improving their social skills, which nct only cover leadership skills for
the Company’s management but also for the extremely important group
of shift supervisors.

0On the other hand, we have started the . HerQules" project with a health
insurance fund to promote occupational health. it includes an ergonomic
review of all workstations pius any adjusiments that may be required as
well as specific fitness, relaxation and wellness products and services
and the organization of joint sports activities. After all, health should also
be fun and boost team spirit.

The training of young people from the region s especially important to us.
Having built up the appropriate infrastructure, we are increasing the ratic
of trainees in the total warkforce from year to year. This year, the current
figure of 39 trainees wili be jeined by a further 51 following a total of nine
commercial and technical career paths, We aim to increase the ratio of

SUSTAINABILITY REPORT 2006

trainees to 10%. In so doing, it is important for us to offer young people
a realistic chance of permanent employment. We are not training people
for unemployment but to meet our need for staff and consequently for a
secure future for our trainees and cur Company. Together with other com-
panies in the environmental protection and renewabie energies sectors,
we have joined the ,Umwelt schafft Perspektiven” (The Environment cre-
ates Perspectives) training initiative launched by the German Federal
Ministry for the Environment, Nature Conservation and Nuclear Safety. As
a result, we have not only undertaken to create additional training places
but also act as an ambassador for this initiative in trying to persuade even
more companies of the necessity of training.

Q-Cells AG manufactures at only one location, the German town of Thal-
heim in the State of Saxony-Anhalt. In 2006 it aiso had a subsidiary
based in Hong Kong — Q-Cells Asia Ltd. — and an office in Hangzhou!/
China, A total of five people of various nationalities were employed there.
There were also 25 employees at the Swiss company VHF-Technologies
SA, who are included in the Group staff numbers because of the existing
opticn to acquire a 51 % helding. Given this concentraticn on the Compa-
ny's head office, we have opted not to classify the key data by region in
the following overview.
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COMPOSITION OF BOARDS AND
UPPER MANAGEMENT
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B male O female
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NUMBER OF WORK-RELATED INJURIES, O-CELLS AG
Total 2,056h
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OF WAGES
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RESPONSIBILITY FOR THE COMPANY
For Q-Cells AG corporate responsibility consists of two elements above
and beyond securing jobs and dealing with its own staff;

Gn the one hand, the Company aims to play an active role in shaping the
public debate about the policy of promoting renewable energies, espe-
cially in Germany but alse in other countries in Europe and the rest of the
world and at the level of the European Union and to contribute its exper-
tise in this field. To this aim, Q-Cells AG is involved in the relevant indus-
trial associations at German and at European level and seeks direct con-
tact with politicians from various parties and the relevant ministries.

We also view ourselves as a ,corporate citizen™ of the region in which we
are based and where most of our employees originate. The district of Bit-
terfeld in the State of Saxony-Anhalt does not rank necessarily among the
mast econcmically dynamic areas of Germany. Following the collapse of
the German Democratic Republic, tens of theusands of jobs in the chem-
ical and film industries were lost here in the region. At the same time,
enormous effort was required to rectify the massive environmental dam-
age caused by this industrial heritage. Given an official unemployment
rate of 16 to 22 % n the surrounding districts (as at December 31, 2006:
9.6% for Germany as a whole) and a per capita gross domestic product
well below the federal average, one does not have to {ook far for problems,
of which emigration by young people in particular is the worst: there is a
demographic time bomb ticking here.

Against this background Q-Cells AG gets involved in a variety of ways. It
focuses on sponscring regional sports clubs and, in particular, their youth
teams. In rural areas and small towns sports clubs cantinue to play a cen-
tral role in looking after and integrating voung people and in encouraging
their successes, their sense of pride and of belonging. This is why we
shall continue to assist clubs in their successful work,

We are happy, not least, to support the regionai authorities and business
agencies in promoting the region as a business location to the best of our
abilities. Whether with contributions for publications, appearances at
trade fairs or cooperating in bread initiatives for regional development,
Q-Cells AG tries every day to give the region back some of the support it
has received.

SUSTAINABILITY REPORT 2006

Q-Cells AG is firmly convinced that solar energy wili be the most impor-
tant energy source in the long-term. But we also know that we are still a
long way from this situation. At the moment, we still have the intrinsi-
cally paradoxical situation that photovoltaics is scarcely used in places
where conditions are ideal. In most so-calied development countries the
sun not only shines but there are also no functioning electricity networks
in many places. In such cases photovoltaics is already unrivalled in its
affordability when considered medium to long-term but the comparative-
ly substantial investment costs constitute a massive barrier to its dis-
semination. In this situation the involvement of aid organisations to help
in the purchase of solar modules and in creating awareness is needed.
Q-Cells AG supports invalvement of this kind. In the past two years, we
have not only donated solar modules for electrification projects in Burkina
Faso and Tanzania but also supported the Stiftung Solarenergie (Solar
Energy Foundation) with donations. This organization organizes rural
electrification projects in Ethiopia. We are happy that we were able to
make the . Light for Education” project to electrify schoois in the Rema
province a success, which has now received a great deal of attention in
Ethiopia. However, the foundation would like to develop the infrastructure
in the country that would allow the local population to take over installa-
tion and maintenance and even production of the modules themselves at
a later date. We are convinced by this approach of ,helping people to help
themselves” and will therefore expand our support for the Stiftung
Solarenergie. Q-Cells AG has decided to become cne of the sponsors of
the ,.Ethiopian Solar Energy School”, a planned training facility for local
skilled employees. We shall also allow volunteers from cur Company to
work there as teachers. The project clearly demenstrates that climate pro-
tection and solidarity with the so-called Third World can be combined. In
addition, Q-Cells is already securing a presence in a future market that
will certainly become very important in the leng-term.

,Light for Education*;

An employee of Stiftung
Solarenergie is installing
a sofar module in Ethopia.

il Source: Stiftung Solarenergie
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GLOBAL SOLAR OPPORTUNITIES

It may seem strange to sit in Phoenix Arizona, one of the sunniest places
in the world, and write about a solar company - Q-Cells - located in one
of the world's cloudiest countries. However, those of us trying to expand
the solar industry in the USA have much to learn from Germany‘s solar
companies and their government supporters, even if you lack our 300+
days of sunshine per year.

In January | led a team from Arizona State University {ASU} in a visit io
Q-Cells' Thalheim headquarters, hearing about your success in reducing
production costs while incorporating new technolcgies. Besides Q-Cells
and four other solar companies, we met with leaders of the German Solar
Industry Federation (BSW) and the European Photovoltaic Industry Asso-
ciation, as well as Dr. Hermann Scheer, long-time advocate for renewable
energy in the Bundestag.

As Q-Cells's CEO Anton Milner has pointed out, we are still in the infancy
of the photovoltaic age, with the most important breakthroughs yet to
come. But because of the rising economic and environmental costs of
energy, society needs this industry to mature quickly. One of the reasons
for our trip was to see how we might help speed these changes.

The most obvious lesson was the major role that smart government poli-
cies can play, especially when matched with a tradition of technical inno-
vation. Laws guaranteeing the purchase of solar-generaied electricity,
along with generous financial incentives, rapidly expanded the German
solar market. Several of Germany's largest solar firms entered the industry
by purchasing U.S. manufacturing facilities. In contrast, Q-Cells is a
locally-grown start-up, and is thus less constrained by inherited corporate
traditions. Q-Cells emphasizes research, and gets some of its best ideas
through partnerships with government labs and universities. For Arizona,
creating an environment where creative new sclar companies can similar-
ly emerge and thrive is essential.

et )

Jonathan Finkis Viee President -
for Research and.Economic Affairs:
at Arizona State University, one of
the {argest research universities in
the .US; jgrsi

have a major

and education program in the 19605.
Mr Fink served on Arizona's Solar
Energy Task Force in 2006, and

is one of the key decision-makers
concerning the future ef high tech-
nology in the state, which is the
fastest grawing in the US {and the

one with the best sunshine).

Because our national government has been slower than Germany's in sup-
porting ,.green” initiatives, we seek greater leadership at the state level,
The most obvious example is California, which is investing billions of dot-
lars in its ,million solar roofs* program. While less recognized abroad,
Arizona's solar industry is also making strides. Besides tax changes, uti-
lity rebates and regulatory reform, Arizona is now implementing a major
solar roadmap commissioned by our Governor in 2006.

After sunshine, Arizona's strongest solar asset is its rapid population
growth, which leads all the states. At 3.5 million people, Phoenix is the
fifth most populous and fastest-growing city in the U.S. This population
rise offers unusual opportunities for deploying renewaktle technologies on
a massive scale.

In contrast to Germany, where most solar installers fccus on retrofitting
existing structures, huge new ,master-planned” housing developments
around Arizona‘s cities provide the chance to install large amounts of pho-
tovoltaic product through a single vendor. These new communities {and
indeed entire new ¢ities) are exploring nove! ways to 2ncourage the use
of renewables, through tax incentives, community-based financing sche-
mes, and guaranteed purchase agreements with utility companies.

In order to accelerate the global use of solar energy, a crucial step is the
internationalization of both marketing and research. Ve were pleased to
be able to bring back to Arizona the solar lessons we learned in Germany.
We invite you to visit the Grand Canyon State to allow us to return the
favor.
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A STROLL ALONG SUN AVENUE -
AN INTRODUCTION TO SOLAR VALLEY

Thalheim - a small place in eastern Germany with some 1,500 inhabi-
tants, not far from Leipzig, not all that far from Berlin and yet somewhat
lost in the wide, flat landscape in which the towering wind turbines pro-
vide the only prominent features apart from the construction cranes and
the more or less complete factories, which are strung out towards the
motorway almost like a string of pearls. The developers and lacal politi-
cians proudly refer to the structures emerging here as ,Sclar Valley',
hecause it is photovoltaic cells or modules that are produced in all these
factories or soon will be. And the Sun Avenue (Sonnenailee) runs right
through the middle. Admittedly, the trees bordering this avenue are still
very young and small but the bit about the sun is already true. We shall
stroll along this road, whose name expresses both the self-assurance and
the sly self-mockery of the local inhabitants, to understand what is
emerging here.

Before we start, a brief imaginary detour to California and Silicon Valley
- a2 name to conjure with for many people. A technical revolution started
in the valley near the Californian city of San Francisco. The development
of the region as a hi-tech centre started in 1951 with the establishment
of a research and industrial area, the Stanford Industrial Park next to the
world famous Stanford University. From the 1960s Silicon Valley — whose
real name is actually Santa Clara Valley — experienced a boom, the like
of which the world had never seen. Bi-tech companies settled there
today names such as Hewlett Packard, Gocgle. IBM or Apple are known
the world over. The students William Hewlett and David Packard were the
first to set up an electronics company in the valley in 1938. Their comp-
any provided a breeding ground - gradually attracting ever more large
and small technology companies.

O

The basic material, namely silicon, with which they worked in all possib-
le processing stages and which gave the area its name was common to
many of these companies: it is extracted from sand and is available on
earth in quantities in which no cther element apart from oxygen is availa-
ble, in pure form it is grey and unimpressive - anything but a star among
the elements. It is the main component of semi-precious stones and
gemstones such as amethyst, rose quartz and cairngorm, agate, jasper
and apal - but it has never set expeditions in motion, overthrown kings
or triggered wars. And vet it has changed the world like no other element
before it. Qur era of ultra-rapid data processing, of electronic controls,
of high speed data highways and enormous repositories of knowledge
would be inconceivable without silicon.
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THALHEIM IS PART OF A GLOBAL MOVEMENT

A change of location — this time nat an imaginary ane but a real one, back
to Wolfen-Thalheim in the fermer central German chemicals triangle of
the former GDR. Nothing here is reminiscent of California but there is a
lot that is reminiscent cf the initial position in the Silicon Valley. Here - as
was the case there — it's a matter of silicon. And just as in the cradle of
the IT revolution, there is a company here at the start of its development
that is also going to provide a breeding ground. This is perhaps the most
impartant characieristic that the twe regions have in ccmmon: Wolfen-
Thaitheim is now beceming a location for companies, which as part of a
glaba! movement wish to change the face of the world from the ground
up. In California’s Silicon Valley, the parting from the industrial society in
its traditional sense and the transition to knowledge and information tech-
nolegy was initiated — in Wolfen-Thalheim it's a matter of the transition
to a future proof, sustainable energy supply.

THE ENERGY OF THE FUTURE
IS REGENERATIVE

The energy of the future is regenera-
tive — wind, water, biomass, geother-
mal energy and solar energy are the
four keywords for an energy supply
that does not damage the climate or hold incalculable risks. Of these, the
sun offers the greatest potential. Photovoltaics has therefore grown
furiously in recent years. With Q-Cells AG a company has established
itself in Wolfen-Thalheim, which ranks as one of the world's largest in the
sector. Q-Cells AG will therefore provide a breeding ground for a region
which can count itself as cne of the leaders in photovoltaics.

THE SOLAR VALLEY IS A REALITY

All this justifies the name ,Solar Valley'. Wolfen-Thalheim is Solar Valley,
because it does not simply generate technological stimuli but because it
demenstrates all the requisites of a trend-setting hi-tech tocation: an
issue of global significance, technological market leadership and world-
leading research, A centre of the photovoltaic industry is developing from
Q-Cells AG, which covers a range of technologies that is available nowhere
else in the world,

In ene respect, the Solar Valley goes far beyond its Californian model: it
has leng not been just a matter of silicon. While silicon in the form of
polycrystalline or moncgrystalline solar cells will continue to play the
main role in photovoltaics, alternative concepts are gaining ground rapid-
ly. They involve either saving ultra-pure and valuable silicon through new
praoduction processes and cell designs - c¢r doing without it entirely and
using other semiconductors to generate electricity frem sunlight. Compan-
ies are currentty establishing themselves in Solar Valley, which cover the
many very promising photovoltaics technelogies in their entirety. These
various technologies will not displace crystallineg silicon technelogy in
photavoltaics in the next decade but will provide 2 meaningful supple-
ment {c if. The requisite energy turnaround can only be achieved and the
enormous demand for photovoltaic electricity generation can only be met
with all the varicus approaches together.

As a result, Solar Valley will become a job creation machine in the end.
Over the next few years, thousands of sustainable jobs will be created
here. Right across all qualifications — in production just as in logistics, in
research and development and in management. How and where this is all
taking place can be discovered on a stroll along the Sonnenallee — right
through the middle of Solar Valley.
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Q-CELLS GROWS A

We shall start our stroll at the largest of all the building sites. This is
Q-Cells AG's fifth and largest production line, where the first solar cells
will be produced as early as the middle of this year. Thomas Schmidt, the
Executive Board member responsible for producticn raves over it: \This
factory will be our new masterpiece. It will give us additional capacity of
240 MWp. This will be one of the world's largest solar cell factories.” But
it is not just the size of the factory that makes it so significant - even if
it is pretty impressive when viewed from the Scnnenaltee. The processes
inside are also to set new standards: .We have taken all our experience
from recent lines and this has allowed us to optimize the production pro-
cess further’, says Schmidt. ,Because we are such a new industry, we
sometimes have to try out things on the new lines that we developed with
the machine manufacturers, The things that have proved their worth will
be used in line V together with new equipment and processes, which
we expect to produce improvements in quality, efficiency ratings and
throughput.' In other words it is more than just a new factory in which the
Company is doing more of the same. New, improved processes help tc
place photoveltaics on its route to competitiveness. That is the Solar
Valley spirit.

Just beside it, on the next stage of our walk, we find the Q-Cells R&D
pilot plant. Here we meet the Head of Research and Development,
Dr. Jorg Malier.

R 000000000000
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Mr. Miiller, what is the R&D pilot plant?

Q-Cells focuses very strongfy on innovation and new cell concepts.
We therefore cooperate with universities and research instituies
and work together on the development of standard solar cells. We
wish to transfer these laboratory developments — and in concrete
terms, that means small numbers of small scale cells - rapidly
and efficiently to serial preduction — in other words {arge numbers
of large scale cells, We construct the pilot plant for this purpose.

How exactly should | envisage the pilot plant?

... as a small, flexible production line. We instail machines for new
production processes in the pilot plant. However, these machines
are so flexible that we can run the most varied of processes. The
aim is always to scale up laboratory conditions to serial production.

What still needs to be improved on the standard cell?
In principle, virtually everything. At the momant, tne efficiency
rating of polycrystalline cells stands at between 1% and 16 %.
Qur aim is to increase this efficiency rating te 18 % in the mid
term. To do so, we have to improve lots of individual processing
steps in cell production - such as the contacts or the cell's
optical characieristics.

What are the benefits to the customer?
The customer gets a cell with a higher efficiency rating, that is
more energy per unit of area. We want to achieve this increase in
the energy generated at least at the same cost and, if possible,
at even less cost. This means a reduction in the electricity generat-
ion costs. And that is a step towards making it competitive with
other forms of generating electricity.

What other tricks do you have up your sleeve in terms of research and
development?
We are working on scaling up the monocrysialline high eificiency
cell, which we presented at the European PV Conference in Dres-
den, to production. This will produce a turbo-charged performance
with an efficiency rating of over 20 %.




RESEARGHES

Dr. Jorg Miller will do research
for better solar cells in the new
Q-Celts R&D pilot line.
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Ever@

A little further on we reach a company that is already well known: EverQ
GmbH is a joint venture between Q-Cells AG, the Norwegian Renewable
Energy Corporation ASA (REC) and Evergreen Solar Inc. from Marlboro,
Massachusetts, USA. EverQ GmbH manufactures wafers, solar cells and
solar modules in an integrated production line. It is true that it is one of
a series of companies involved in crystalline silicon technology but in a
very special way: there are no sawn silicon wafers, At EverQ, the wafers
are drawn’. The string-ribbon process developed by the American comp-
any Evergreen Solar ranks as one of the most innovative of the ¢rystailine
silicon technologies.

Wafer production using the string-ribbon process starts with a silicon
melt in a flat crucible, through which two super-heated carbon or quartz
fibres are drawn vertically - these are the strings that give the process its
name. The liquid silicon forms a thin skin between these two strings,
which crystallizes into a broad band - the ribbon - when it cools. This
ribbon, which is 0.2 mm thick on average, is subsequently cut into square
wafers, which EverQ then processes into sclar cells using the traditional
crystalline technology. The efficiency rating of these ,string-ribbon’ cells
stands at about 14 %.

The advantage of this string-ribbon process, as practised by EverQ, lies
in the amount of silicon saved. In the standard process - involving the
melting of ingots, which are then cut into wafers, up to 40 % of the sili-
con used is wasted. This profligate use of a scarce commaodity, namely
solar silicon, s a considerable cost factor, as is the enormous use of ener-

gy

After a construction period of enly nine months, Richard Feldt, President
and CEQ of Evergreen Solar, announced that production could start in
April 2006, The production plant has an annual capacity of 30 MWp and
employs 400 staff. ,The fact that we have completed construction in this
short period was only possible thanks to the total dedication of the com-
panies involved and the extraordinary commitment on the part of the
employees’, stresses Feldt.

But that was nct enough: beside the first large, slate-grey production
facility, EverQ 2 is under construction - the second plant with a product-
ion capacity of 60 MWp will start production in the second quarter 2007.
At which point even more modules labelled ,made in Thalheim' will leave
the Sonnenallee.
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Let us continue our stroll along the Sonnenallee — directly opposite there
is another well-known cempany: CSG Solar AG started its production line
in the new 9,000 m2 plant in March 2006. The employees around the
Australian Chairman of the Executive Board, David Hogg, reached the
first capacity stage of 12 MWp fast and were able to double this by the
year-end 2006.

With CSG Solar we are finally leaving the standard processes of crystall-
ine silicon technolegy. Admittedly silicon is used at CSG but in 2 quite
different form. Silicon wafers no longer play a role here. Rather the new
idea is hidden behind the name — CSG stands for .Crystalline Silicon on
Glass'. The principle is simple: the photoveltaic absorbent film is deposi-
ted on glass substrate panels.

To increase the light yield, the glass substrate is roughened before the
silicon films are deposited and an anti-reflex film is superimposed on il.
A gas containing silicon then deposits an extremely thin film of silicon on
the glass substrate, which is crystallized in a subsequent heat process,
in a special reactor. At a maximum of 2 microns, this film is a hundred
times thinner than conventional cut wafers. Finally an aluminium film is
added. In subsequent processing steps involving lasers and ink-jet tech-
nigues, the glass substrate panels with a thin siticon ¢oating are turned
into functional solar modules. The advantage of the process is obvious:
a considerable reduction in the quantity of siiicon used. As a result of not
using cenventicnal wafers, CSG is entirely independent of the supply situ-
ation an the wafer market. The performance of CSG modules is also more
stable than average over their entire lifetime.

Dooopoaort

@ iN BRIEF: CSG ..

... stands for Crystalline Silicon on Glass. |t involves deposit-
ing an anti-reflex film and an extremely thin film of silicon -
maximum 2 microns — on a cheap glass substrate. Finally an
aluminium film is added. An efficiency rating of 8.2 % was achieved
on the pilot line in Sydney and of 10 % in the laboratory.

35




k)




On we go along the Sonnenallee. Brilliant 234. GmbH is the somewhat
curicus but succinct name of a company that aims to convince its custo-
mers with an effective combination of iwo photoactive films. The starting
pistol for Brilliant was fired in January 2006 with a decision by the
Q-Cells Supervisory Board. In August, work started on the production
plant, which is now finished. This is also where we meet the CTQ,
Dr. Torsten Brammer:

Mr. Brammer, what does Brillant 234. make?
We manufacture photovoltaic solar modules based on micromorph
technology that 1s a thin film technoiogy.

This will certainly involve depositing thin films on a substrate.

How does this work exactly?
Qunte nght  we start wiih glass panels on the front of which we
superimpose a contact, which s transparent but also conducts elec
tricyty. Then we deposit twoe solar cells on top of each other to a
certamn extent, namely amorphous and micreciystalling siicon Thrs
takes place m an atmosphere consesting of a gas contdining siicon.
We then manufacture the back contact and the integrated series
cucwitry for the cells using lasers,

What is the point of two photoactive films? Won't one do the job?
Cne will do the job but two do it better because they aliow us to
make better use of sunhight [ach photoactive film uses a special
area of the sunhght spectrurn one tocuses on the high energy
area. the other on the low energy area This means that they com
plement each other,

The crucial issue is what emerges at the back. What efficiency rating do
you achieve then?
A module will produce 120 Watts for us and we are striving towards
an ethciency rating of 8.5% and subsequently over 10 %,

Compared with the standard modules using crystalline technologies,
what is the advantage of your modules?
Our manutaciunng costs are far lower. This offsets the disadvaniage
of the lower etficiency rating We use two waler thin films, which
are less than two microns together and the matenals used are alsu
very cheap

So you don't expect any bottle-necks with the primary materials?
No. the supply of the inatenials used 15 virtually mbinite

What use are your modules best suited to?
Our customers vall use the modules in large open air facihties or on
large roofs. Our modules can display their advanlages anvwhere
where there 15 enough space

So they're not suitable for a one-family house?
MNot necessarily but defimitely for use in building integrated systerns
The modules lock simply fantastic  dark and homogenous.

What happens next?
We expect the fust modules soon, by the middle of the vear At the
vear end we shall have a capacity of 8 MWp. Soon after that we wll
reach 25 MWp

IN BRIEF: MICROMORPH ...
... is a word created from microcrystalline and amorphous — meaning the twe silicon

films that are deposited together on a glass substrate. The best thing about it is that
both materials are responsible for a particular area of sunlight — together they exploit

a far greater light spectrum than standard crystalline cells. The modules® efficiency rating
currently stands at around 8.5 9% but their potential is well over 10 %.
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GCALYXO

Dark, homogenous and softly luminous - the first solar modules that are
expected to leave the Calyxo plant this spring look similar to Brillant's
micromorph panels. This is not a Caribbean dance hall but a converted
industrial plant right at the beginning of the Sonnenallee, which we have
now reached. Construction of the plant was completed in May 2006,
which is when installation of the prototype line started. ,We want to pro-
duce a first module sized 60 x 120 cm? in the first half of 2007, announc-
es Calyxo's CTO, Dr. Ralf Wendt. ,If this milestone is reached, we shall
expand the line into a production line with an annual capacity of
25 MWp.* The number of employees will then rise rapidly to over 100.
The confidence that the company will be abie to realize these ambitious
plans is based on the successful collaboration with an American partner,
which has issuaed Calyxo with a global, exclusive license for the new tech-
nology.

Calyxo GmbH does not use any silicon for its modulies — even in very thin
films. Photovoltaics is not tied to silicon in any way, rather there are more
than a hundred semiconductors that demonstrate the photovoltaic effect,
which converts light into electricity. Which does Calyxo use? \We manuf-
acture CdTe modules ~ the chemical formula stands for cadmium-telluri-
de', explains Wendt. ,This compound is one of the best raw materials for
thin-film solar cells.’

OB 000o0Ooo0o0goooobcoo

DARK AND SOFTLY LUMINOUS -
THAT'S HOW BEAUTIFUL
MODULES CAN BE

One can imagine the manufacturing
precess as a kind of controlled precip-
itation: a glass substrate — in this
case on the surface turned towards
the light — receives a thin conductible
oxide layer as the frent contact, subsequently the photoactive CdTe film
in two layers. The back contact follows in further stages. The extremely
stable compound CdTe is non-toxic. Both cadmium anc tellurium — the
base materials of the compound - accumulate as waste products in the
smelting of several metals. This means that the mancfacture of solar
modules is almost seme form of environmentally friendly recycling, since
not only can solar electricity be produced but the risk of cadmium being
discharged into the environment is also averted.

The process shows many promising characteristics, Wendt continues:
.Yhe production process is robust and is very rapid. Thete are cost bene-
fits from using a cheap substrate and the economic use of materials as
a result of the thin films achieved.' The potential efficiency rating is well
over 10%. Admittedly it is still below those of standard crystalline cells,
but here too the savings more than outweigh the lower electrical output
- as is the case with Brilliant 234.'s micromorph mcdules. A typical
application: large open air facilities.
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@ IN BRIEF: CdT» ...

... is the abbreviation for cadmium-telluride. This quasi-
ceramic material replaces the silicon that is normally used as the
photoactive film. This film is deposited in a technically deman-
ding process from the gas phase of the primary material CdTe.
The medules produced in this way rank among the ,most ele-
gant’ on the photoveltaic market with their colour, which ranges
from anthracite (or similar) to dark green and the characteristic
fine, diagonal lines, The potential efficiency rating stands at over
10%.
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The latest G-Ceils spin-off, which complements the existing technical
portfolio in the direction of thin-film, is Solibro GmbH, The joint venture
between Q-Cells AG and the Swedish company Solibro AB was only
announced in November 2006 - Q-Cells has a stake of 67.5%. There
is no building site to admire yet — but the building site has been reserved.
The first factory is to be built here soon, with an annual capacity of
25 - 30 MWp and around 130 jobs. ,Our task is to transfer the product-
ion process from Sweden te Thalheim and to convert it to industrial stan-
dards’, Solibro’s Chief Operative Officer lchannes Segner outlines the
task facing him.

The process, which Solibro AB has developed over many years' research,
is protected with three patents. CIGS technology also does without
silicon. The principle: the photeactive film of copper, indium, gallium and
selenium is deposited on the base material in a vacuum chamber. Addit-
ional films, which conduct electricity, serve as the front and back

contacts. Segner describes the advantages of the process: We have a
minimal number of individual processes in the manufacture of CIGS
modules, which makes the entire production process very robust. We are
also in the process of optimizing the process to ensure it consumes the
minimal amount of energy.’ Both these features mean considerable cost
savings.

The Swedish partner in this joint venture is a spin-ofi of the renowned
Angstrbm Solar Center at the University of Uppsala. CIGS technology has
great potential: Solibro has already manufactured modutes with an effici-
ency rating of more than 11.5% on the pilot line in Uppsala and an effi-
ciency rating of 16.6% has been achieved under laboratory conditions
using virtually identical technology — a world record among thin-film tech-
nologies. The black CIGS modules are particularly suitable for integration
in fagades, roofs and buildings. As a result the Solar Valley is gearing up
for another market of the future.



IN BRIEF: FLEXCELL ...
... 15 an abbreviation of ,{flexible cell'. It refers to a film of
amorphous silicon, which is deposited on flexible substrates such as

plastic films or textiles. The aim is roll-to-roll production.

We have reached the end of our stroll
through the Sonnenallee and are now
facing an empty meadow. This piece
of land, which is so far undeveloped,
also belongs to the Q-Cells string of pearls in the Scnnenallee. It is reser-
ved for one of the most interesting projects that photovoltaics can offer
the normal consumer — it leads to a product that might encroach massiv-
ely on many people’s daily lives.

PHOTOVOLTAICS BECOMES
A PART FO EVERYONE'S LIFE

This is the flexible solar modules marketed under the ,Flexcell’ brand.
They were developed by VHF-Technologies SA in the Swiss town of
Yverdon-les-Bains. Based on research by the Institute for Micro Techno-
logy at the University of Neuchatel, films of amorphous silicon are depos-
ited on flexible plastic films — potentially even cn textiles. The aim
is roll-to-roll production — in other words mass manufacture where the
substrate is channelled from the roll in the coating process and the finis-
hed modules are in turn spooled onto a roll. To date Flexcell' has been

-
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producing small modules for outdoor use. They are aimed at sailors or
other people who enjoy iravelling outdoors but would like not to have
to do without the benefits of electricity. This will be a custcmer group in
future too, as Q-Cells would like to integrate photovoltaics much more
firmly in people's daily lives than is currently the case. But if industrial
mass production takes off, it will go far beyond this: the flexible sclar
modules will be used in building services engineering as sofar roof shee-
ting but also as accessories for clathing fabrics, charging films for mobi-
le e-appliances or tent coatings.

Production capacity for high-volume production will then be constructed
in Thalheim — precisely here, at the end of our stroll through the Scnnen-

allee.
opooocoon
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THE Q-CELLS SHARES

KEY SHARE DATA AS DF 31.12.2006

[« - |

Symbal QCE
Security identification number (WKN) 555866
ISIN DEQ005558662
Bloomberg QCE:GR
Reuters B QCEG.DE
TecDAX-listing since December 19, 2005
Number of shares as Dec. 31, 2006 74,446,552
Average number of shares in 2006 74,072,486
Earnings per share {basic) €1.29
Earnings per share {diluted} €1.21
Market capitalisaticn as of Dec. 31, 2006 € 2,536 million
Share price high for the year € 48.03
Share price low level for the year € 24.33
Share closing price for the year € 34.07

C 1

POSITIVE DEVELOPMENT IN FISCAL 2006

International stock exchanges in Europe, the USA and Asia posted a
pleasing upward trend in fiscal 2006. Shares of small caps and mid caps
devetoped even better than the standard stocks: although the Dow Jones
recorded a plus of 14.9%, the Nikkei reached an increase of 5.9%, the
EuroStoxx moved up by 15.1 % and the DAX by even more than 21 %, the
MDAX rose to almost 9405 points, which equates to a plus of more than
27 %, and the TecDAX - the leading index of the 30 leading German tech-
nology companies, in which Q-Cells itself is listed — climbed almost 25%
to 748 poin{s. Shares of companies involved in the solar sector developed
particularly wel! within the TecDAX. Q-Cells’ shares were able to finish
2006 with a performance of 38.2%, thus bettering comparable indices
with their development. The photon photovoliaic stock index (PPVX),
which reflects the internaticnal stock index for the sclar energy industry,
progressed to the level of 2654.64 points, hence was able to show an
increase of 5.2% over the year.

During this period the development of the share price was characterised
by a great deal of volatility. To the beginning of the year, the shares ini-
tially posted brisk gains, climbing tc a peak of more than EUR 48 (after
the stock split). The background to this was in part due to the anncunce-
ment by the Califgrnia Public Utilities Commission of their preparedness
to make subsidies amounting to US$ 3.2 billion available for installing

solar systerns on residential buildings over the next 11 years as a part of
the California Solar initiative. The interest of American investors in¢reased
considerably as a result. At the end of January 2006, the investment firm
Fidetity (FMR Corp.) took a participating interest in Q-Cells of 10 % with-
in the scope of a so-called secondary placement. In conjunction with this,
the previous shareholder APAX Europe sold the majority of its 11.7 % of
shares held up to that time. As a result of this transaction, the free float
rose to 35% and hence also the weighting in the TecDAX index.

As things progressed there was a slight consolidation period for both the
Q-Cells shares as well as for other solar stocks. After (Q-Cells published
the final figures for fiscal 2005 and the prekminary figures for the first
quarter of 2006 on April 19, the price recovered soemewhat at first,
Immediately after this announcement the previous major shareholder
Stréher Finanzholding sold its holdings (20.5%) as part of a combined
share and bond swap placement with instituticnal invesiors. Subsequent-
ly the free float further rose accordingly. Significant profit-taking was
observed after this sale, which — in the middle of a general market cor-
rection in May - increased to such an extent that the share price dropped
bengath EUR 25 again.

The positive reports in June, regarding the increase in share holdings to
more than 25% by the largest shareholder Goed Energies Investments —
at a price that was clearly above the share price at that time - and the
disclosure of plans for further expanding activities in the core business
and in new technologies, only generated temporary impulses for the share
price. In the second half of the year progress was determined less by
company-specific developments but rather more by genzral news, such as
geo-political uncertainty in the Middle East, for example, and expecta-
tions of steady interest rates or falling oil and gas prices. By year's end,
however, Q-Celis’ shares were able to show positive cevelopment again
and closed 2006 with a share price of EUR 34.07 and a price increase
of 38.2%.

After expiration cof the holding period for existing shareholders within the
scope the initial public offering 2005, in the fourth quarter of 2006 there
was an additicnal increase of the free float to over 74 %, thus leading to
a further increase of the weighting of Q-Cells’ shares in the TecDAX. The
shareholder structure of the company as of December 31, 2006 is as
follows:




Share price (in &€)

SHAREHOLDER STRUCTURE AS OF 12/31/20086
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ANNUAL SHAREHOLDERS’ MEETING IN BERLIN

The first regular Annual Shareholders' Meeting after the IPQ was held on
June 29, 2006 in Berlin. Important decisions, regarding the development
and financing of the company, amang others, ware approved with a clear
majority:

Complete reinvestment of accumulated profits 2005

= Increase of the shareholders’ equity from reserves at a ratio of

one existing share for one new share (a bonus share or stock split}
Approval of the possible adoption of an issue option and/or conver-
tible bonds at a total nominal value of up to EUR 1.5 billion
Granting new authorisation to acquire own shares amounting up

to 10% of shareholders’ equity

meon

il

The increase of the shareholders’ equity from reserves was accomplished
after the Annual Shareholders' Meeting and took effect after entry of the
resolution in commercial register of the district court of Stendal. The
corresponding issue of the bonus shares (“stock split*) was accomplished
on August 1. At this point in time the shares were included under the
same security identification number in the ongeing price listing. The post-
ing of the shares participating in the profit as of the beginning of 2006
was accomplished without cost for our shareholders. As a result of this
stock split, the share price was halved cn a purely mathematical basis
while the number of treasury shares doubled; hence, the overall value
remained the same. The benefit here lies in the improved liquidity and
flexibility of the shares, making them more attractive overall.

The Annual Shareholders’ Meeting also resolved not to distribute any
dividends for the just completed fiscal year of 2005, To ensure the robust
growth of the company, we are investing substantially more in both the
core business as well as in new technglogies than the operative business
generates in terms of availahle financial funds, For this reason our PO
was carried out in October of 2005, resulting in an equity increase of
approximately EUR 240 million. These funds are to be initially invested
in a profit-generating manner before an distribution to our shareholders is
made. We view this dividend policy as being reasonable for the company
and its sharehclders, as it leads to a corresponding increase in the comp-
any value and thus the share price.

INVESTOR RELATIONS

We place great value on the open and in-depth communication with ana-
lysts, investers and small investors. The participants in national and inter-
naticnal capital markets need much information to make their investment
decisions. Accordingly, the Board of Directors and Investor Relations
depariment seek to engage in a dialogue the market players on an ongo-
ing basis in order to meet these needs.

Along with taking part in national and international investor conferences,
we conduct regular road shows for institutional investors both in Germany
and in other European countries. In addition to numerous investor and
analyst visits to our company site in Thalheim, we provide information cn
the newest developments within the scope of teleconferences. This infor-
mation is also available in comprehensive company presentations that are
accessible via the Internet. In the past fiscal year we were able to greatly
expand the coverage by analysts of large banks, In 2006 alone we had
12 rencwned banks, such as Deutsche Bank, Cheuvreux, Credit Suisse or
Goldman Sachs, for example, who included Q-Cells' sharas in their cover-
age. Thus, currently 18 institution are closely monitoring Q-Cells, issuing
assessments and recommendations.

A consequence of this open, detailed and dependable information and
communication was third place at the presenting of the Capital Investor
Relations Award of the der Deutschen Vereinigung fir Finanzanaiyse und
Asset Management {German Association for Financial Analysis and Asset
Management; DVFA). More than 400 investment professionals evaluated
the criteria of target group orientation, transparency, track record and
extra financial reporting.



The evaluation of the survey revealed emphasis was placed on investor
relations work in the areas of target group orientation and transparency
~ i.e. the traceability and openness of information. In these categories
Q-Cells achieved the first and second place within the TecDAX.

Along with the investor relations prize our annual report ordering service
was praised. Last year, the rating team of NetFederation analysed the
ordering processes for printed copies of annual reports. A total of 110
companies listed on the DAX, MDAX and TecDAX were scrutinised. Along
with the technical quality of the ordering process, points were also given
for confirmation e-mails to interested parties or quick mailing of the
reports. NetFederation attested that Q-Cells and Wacker Chemie AG had
the best service.

CHANGES AFTER THE BALANCE SHEET DATE

After the balance sheet date, Q-Cells carried out various capital measures
in February of this year. Explanations of these can also be found in the
Supplementary Report to the Management Report,

Within the scope of a capital increase through contributions in kind, Good
Energies Investments B.V. substantially increased its participation in
Q-Cells. Altogether, Q-Cells issued 34,323,579 new shares. Of these
shares, 3,753,595 were issued as ordinary shares. Hence, Good Energies
attained 29.9% of voting rights. The other 30,569,984 shares are pre-
ferred shares. These preferred shares are not listed on the stock exchange
and provide no voting rights, Good Energies has the right, however, to
cenvert the preferred shares into common shares and register them for
trading on the stock exchange on the basis of an application for listing.
Preferred stock are given a minor dividend preference of 3 euro cents per
share. Issuance of the new shares resulted in an increase of the compa-
ny's share capital to a fotal of EUR 109,053,307. Thus, Good Energies
holdings amount to 49.55% of the total share capital of the company. In
return, Good Energies transferred 88,456,767 shares of REC Renewable

SHARE

Energy Corporation ASA (Hegvik, Norway) to Q-Cells as contribution in
kind. Q-Cells thus holds a 17.9% interest in its most important supplier,
who 1s also a strategic and long-term partner. The equity base was clear-
ly improved as a result of this transaction. Equity was increased by more
than approximately EUR 1.1 billion and now totals almost EUR 1.6 hillion.
This transaction, together with the concfusion of a long-term supply
agreement with the Norwegian firm Elkem Solar for significant volumes
of metallurgical silicon, received a very warm reception from capital mar-
kets and led to a corresponding rise in Q-Cells' shares. The improvement
of the financing possibilities and conditions for the company was already
reflected within the scope of a convertible issue two days after signing the
cantracts. Q-Cells was able to acquire financing amounting to EUR 492.5
miilion at very favourable conditiens in order to finance continued
growth.

As a result of the rise of Q-Cells’ share price in February, the company is
now the largest in the TecDAX with regard to the market capitalisation of
the free float.
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OVERALL ECONOMY AND INDUSTRY

The global economy is continuing to grow strongly, Following a temporary
slowdown in 2005, the global economy grew by 5.1 % in 2006 according
to provisional figures. As in recent years, growth was driven by the Asian
national economies - led by China whose gross domestic product (GDP)
is expected to rise by 10.5% in 2006. Latin America also put in a pleas-
ing performance: the national economies’ growth accelerated sharply,
growing at similar rates to the global average. Even the euro zone came
up with sound economic growth — real growth here amounted to 2.6%
compared with a meagre 1.3% in 2005. The national economies of Japan
and the USA reported continuous, stable growth of arcund 3%. And the
cutlook remains favourable: 2007 promises to become the fifth year in
succession in which the global economy has grown faster than the long-
{ime average. However, economists are expecting the global economy to
wezken slightly at a high level — a classic scft landing with GDP growth
figures of around 4.5%. At the same time, the USA could fail as the
established growth engine because of growth below its long-time poten-
tial. However, the relative US weakness is likely to be largely offset by
growth in Asia and lLatin America. Similarly to 2006, average annual
growth of over 2% is again expected for the euro zene in 2007

The German economy is undergoing 2 sustained recovery. All the leading
economics institutes were able to revise their forecasts upwards last year
—in the end a figure of 2.7 % growth was reported for 2006 as a whole.
The German economy owes this unexpectedly high figure to a previously
virtually unknown year-end rally. GDP rose by 3.5% in the final quarter
2006 and was consequently 0.9% up on the third quarter. This extra-
ordinary impetus for growth in the fourth guarter 2006 came from both
outside and within Germany. Admittedly the exiremely dynamic foreign
trade was responsible for the licn's share of the economic revival. Within
Germany both increased investment and a rise in public consumption
- not least the effects of people bringing forward purchases ahead of the
increase in sales tax announced for 2007 and the mild winter - contri-
buted to the rise in GDP.

GROUP MANAGEMENT REPORT

To date, economic special effects of this kind are not discernible in the
current year. Higher charges facing consumers and companies, the slight
easing in global economic growth and the associated intensification in
competition are leading to growth in the German national ecenomy not
being as high in 2007 as in 2006. The Organisation for Economic Co-
operation and Development expects an increase in GOP of 1.8 % for Ger-
many. In Germany, growth will continue to be driven above all by exports
and corperate investment. Germany was able o retain its position as the
world's champion exporter in 2006 as well.

Econemic development hangs on the silken thread of an unsiable energy
supply. Political risks and the extreme increase in demand from major
emerging eccnomies such as China and India also made for turbulence on
global energy markets in the previous year. This alsoc impacted energy
prices. In Germany, the price of imported crude rose by 19.5% in 2006.
In this cennection, import prices rose continuously from the beginning of
2006 and reached a histaric high of aimest USD 80 per barrel in August
2006. Since then, oil markets have eased perceptibly - an annual mean
crude oil price of some USD 60 per barrel is to be expected in 2007,
Admittedly, this estimate disregards current political risks — the crude oil
price remains one of the high risk factors for the global economy.

Having risen by almost 40% in 2005, gas prices increased by a further
34.4% in 2006. In addition, political differences between the main pro-
ducing country, Russia, and former CIS countrnies - with access to the
transfer pipelines - caused short-term failures in delivery for the first
time, which triggered a discussicn about the security of European gas
supplies,

Rising energy prices and questions about security of supply focused
attention on renewable energies again in 2006. This has been helped by
an intensification in the public debate about global climate change and
the factors triggering it since autumn 2006. According to meteorologists,
2006 was one of the six hottest years since records began, 2007 should
be even warmer on average. The consequences of global climate change
are highly visible and represent an existential threat to poorer countries
in particular.
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Renewable energies present a way out of the climate trap. Even now,
according to figures from the Bundesverband Erneverbare Energien (BEE
= Federal Association for Renewable Energies), the use of wind and water
power, solar energy, geothermal energy and bic energy saves seven billian
tonnes of the greenhouse gas carbon dioxide (CO,) worldwide. A resolute
development of renewable energies could cut harmful CO, emissions by
half by the middle of the 21st century. To achieve this, the proportion of
renewable energies in total final energy consumption would have to be
increased to around 50%. The use of renewable energies has reached a
high level in Germany. In 2006, the provision of electricity, heat and fuels
grew to more than 200 billion kilowatt hours - which equates to the ener-
gy consumption of ten million households. Renewable energies cover
12 % of gross German electricity consumption.

In this connection, the photovoltaic sector is one of the most dynamic
sectors. Here, global growth also continued with double digit growth rates
in 2006. The predominant technology with a market share of 90% is the
manufacture of polycrystalline and monocrystalline cells — thin-film tech-
nology, which works with very thin silicon layers or other photoactive
semiconductors is increasingly gaining market share.

Germany was the largest single market again - in 2006, more than
100,000 new photovoltaic systems were connected to the network.
Although the centinuing shortage of solar silicon impaired utilisation of
capacity in the German photoveltaic industry, according to a survey by the
trade journal “Sonne, Wind & Wérme” (Sun, Wind & Heat), German cell
manufacturers produced around 49 % more solar cells, at 500 MWp than
in 2005. The installed photovoltaic nominal output in Germany, which is
estimated at 2.5 GWp, was therefore in a position to preduce around
2 terawatt hours of sclar power. The industry’s total sales rose by 25%
to EUR 3.8 billien. A similarly dynamic performance is to be expected for
the current year.

0-CELLS' BUSINESS SITUATION

Q-CELLS' STRATEGY: GROWTH AND COST REDUCTION

For Q-Cells, the past year was characterised more than ever by profitable
growth. As one of the highest-growth companies in the promising
photovoltaic market, the Company expanded its market share still further
and reinforced its position as the second largest solar cell manufacturer.
Following a successful IPO in October 2005, the Company has sufficient
resources to finance its expansion plans. These resources are to be used
for the expansion of production capacity in the Company's core business,
the commercialisation of new technologies and to secure the supply of
raw materials.

In the past year, we completed the construction of production line IV
allowing us to achieve full capacity. The first factories owned by our hold-
ings EverQ GmbH and CSG Solar AG started production or were com-
pleted. We supplemented our portfolio with further promising technol-
ogies offering substantial cost reduction potential and to some extent
have already started to expand capacity.

In order to contribute to photovoltaic energy supplying a perceptible share
of the energy mix, our strategy has two major pillars: growth and cost
reduction. Despite the rapid growth rates of the past, the share of photo-
voltaic energy in Germany and even worldwide remains very low. Photo-
voltaic energy will only be able to achieve a significant share of electricity
generation through further rapid growth combined with a steady reduction
in costs.

In order fc be able to make an appropriate contributicn as a company, we
shalt also expand production capacity in our core business in future; we
shall cut costs in the producticn process through technological improve-
ments and invest in promising new technologies, in order to increase the
Company’s value still further. Beside these non-financial targets, the
gross margin, the EBIT margin and the return on sales are the financial
parameters influencing our decisions.

The following details on sales and on the financial position and perform-
ance relate to the consolidated financial statements under (FRS.

In addition to Q-Cells, all domestic and fereign subsidiaries, joint ventures
and associated companies are included in the consolidated financial
statements.



Subsidiaries

Calyxo GmbH, Thalheim/Germany (100 % stake)
Brilliant 234. GmbH/Germany {100% stake)
Q-Cells Asia Ltd., Hongkong/China (100 % stake)
VHF-Technclogies SA, Yverdon-les-Bains/Switzerland
(23.44 % stake*)

1111 1 T

* Option on 51 % of shares

FINANCIAL PERFORMANCE

Revenue development

As in the past fiscal year, Q-Cells continued its above average growth in
2006 as well. The Company raised production cutput to 253.1 MWp
(2005: 165.7 MWp). Group sales rose by 80% to EUR 539.5 million
(2005: EUR 299.4 million). As a result, Q-Cells’ growth was cnce more
substantially above the global photovoltaic market, so that we were able
to expand our glcbal market share in the past fiscal year to over 10%
(2005: approximately 9 %).

Currently we supply some 65 customers in over 30 countries. In 2006,
the most important growth markets were Spain and South Korea.

The following overview shows Q-Cells’ current product portfalio in its core
business:

Associated companies

1

Joint ventures
= EverQ GmbH, Thatheim/Germany (33.33 % stake)

REVENUE DEVELOPMENT IN € MILLION

128.7

GROUP MANAGEMENT REPORT

CSG Solar AG, Thalheim/Germany (21.71 % stake)
The Solaria Corporation, Frement, California/USA
{12.39% stake)

539.5

2004

2005 2006

PRODUCT PORTFOLI || QD || o

[Multicrystalline[Cells]

Qs (] U6M
125x125 mm 150150 mm 150x150 mm

QasLM

156x156 mm

QBLTT

156x156 mm

Q6LPS

Q8TT3

156156 mm 210x210 mm

PRODUCT MILESTONES Q3 2001 Q2 2002 Q4 2003

Q3 2004

Q2 2004

Q! 2006

2008

POWER PER CELL 2.4 Wp 33 Wp 3.64 Wp

3.88 Wp

3.65Wp

3.65 Wp

6.62 Wp
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As was the case in the previous year, the Q6LTT cell {156x156 mm) is
the mainstay of sales. With safes of EUR 462.5 million, as in the previous
year, approximately 86 % of revenues was attributable to this preduct. We
also expect the Q6L cell to remain the mainstay of sales in 2007,

We produced the so-called Q6LPS for a customer in North America for
the first time. Since the module manufacturer uses a proprietary contact
technology in the module, no so-called busbars {contact strips) are
required on the front side and on the back side of the cell. Through this
type of contact, the customer achieves a higher power output in the
madule.

The following overview shows the breakdown of sales:

BREAKDOWN OF SALES

11.8%

88.2%

B Monocrystalline cells
B Polycrystalline cells

The export ratio in fiscal 2006 was 53.3% (2005: 36.8%) and was
therefore well up on previous years in line with the Company's strategic
objectives. This means that the target originally envisaged for 2008 of
generating at least half of sales ocutside Germany was achieved as early
as last year. We are striving to achieve an export ratio of 60% by the end
of the current fiscal year. We expect that Germany will remain the most
important market for photovoltaic preducts over the next few years.
However, growth rates outside Germany will be still higher.

Income growth and changes in major items on the income statement
Operating income (EBIT) and the net income for the period also rose
sharply in the past year because of corporate growth. As in previous
years, we were able to cut relative costs further.

Despite a rise in cost prices for silicon and wafers, the gross margin
increased slightly thanks to production process cptimisation, product
innovations and a slight improvement in the ratio between cost prices and
sale prices.

In fiscal 2006, depreciation rose from EUR 11.3 million in the previous
year to EUR 17.8 millicn because of further investment in factory expan-
sion. However, the depreciation ratic has fallen slightly at 3.2% (2005:
3.6%).

The personne] expenses ratio and the level of other operating expenses
were also cut further in 2006. The personnel expenses ratio stands at
approximately 7.8 % (2004: 9.0%], the level of other operating expenses
at 5.7% compared with 5.9% in 2005. Expenses of EUR 6.2 millicn
ralating to the long-term employee participation programme are included
under personngl cosis.

Operating income (EBIT) again rose strongly by approximately 105% to
EUR 129.4 million (2005: EUR 63.2 million}. The EBIT margin increased
to 23.2% (2005: 20.3%).

In essence, income from financial assets accounted for using the equity
method contains the pro rata start-up losses frem the development of the
production line at CSG Solar AG of EUR 2.3 million {2005: pro rata loss
of EUR 0.9 million} and the pro rata profit for the period at EverQ GmbH
of EUR 0.1 million {2005: EUR - 0.8 million}. A one-off income contribu-
tion from consolidating the increased EverQ stake for the first time of
EUR 9.4 millicn is also reported here.

Without the one-off income component, the net income for the period
rose strongly by 116% to EUR 86.4 million (2005: EUR 39.9 million),
after minorities by 120% to EUR 87.7 million.

As in the previous vear, no dividend is planned because of the high levels
of investment.

* Expense ratios are always given in relation to sales
and changes in inventories,




FINANGCIAL POSITION
Q-Cells’ total assets rose by EUR 178.4 million to EUR 634.5 million
compared with the previous year's balance sheet date.

On the assel side, non-current assets rose by 119% to EUR 276.7 mil-
lion. The reasons for this lie in the additional investment in the core busi-
ness and new technologies, in the non-current part of advance payments
made to silicon suppliers and in loans made to EverQ GmbH. Due to
the increased business volume at Q-Cells, current assets increased to
EUR 357.8 million {2005: EUR 329.6 million).

On the liability side, equity rose further because of the increase in and
retention of net income for the period. As a result, the equity base has
been further reinforced.

The equity ratic, with book equity of EUR 440.0 million, was approxi-
mately 69 % at the balance sheet date in 2006. This means that equity
covers both the entire non-current assets and parts of current assets.

GROUP MANAGEMENT REPORT

OPERATING INCOME {EBIT) IN € MILLION
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CASH FLOW

The aims of controlling financial risks include: the minimisation of default
risks arising from trade receivables, securing financing of further business
expansion that matches in terms of maturities, and maintaining liquidity
in operating activities. These goals are pursued using appropriate control
systems.

Funds in the amount of EUR 23.6 millicn from operating activity have
been generated for Q-Cells. Despite the substantial funds commitment
for inventories, receivables and other assets of EUR 116.4 million
{advance payments for silicon deliveries, higher current assets and an
increase in trade receivables), this is an increase on the previous year.

The Company disbursed hquid funds of EUR 52.4 million for expanding
production capacity in its core business. A further EUR 8.8 million was
used for participations and EUR 22.6 millien for extending a loan to
EverQ GmbH.

Funds of EUR 19.8 millicn were discharged from financing activities. The
reasons for this lie chiefly in the repayment of loans (EUR 15.7 million)
and returning silent partners’ interest (EUR 4.1 million).

The Company's liquidity was guaranteed at all times. There were no bad
debts and no default risks have been identified at present.

INVESTMENT AND PRODUCTION

Capacity in the Company's core business was expanded further in 2006.
Investment in property, plant and equipment for core business and
the fully consolidated companies totalled EUR 61.8 millien. In addition,
we invested liquid funds amounting to EUR 8.8 million for the participa-
tions.

The following overview shows the changes in core business capacity:

CAPACITY AT THE YEAR-END IN MWp 420
336
202
170
136
i
£
2004 2005 2006

B Nominal capacity D Preduction capacity

The nominal capacity quoted is the capacity that is theoretically possible.
Certain product and production specific assumptions were taken as a
basis when calculating it. Interruption in production for servicing, main-
tenance, cleaning and screen and paste changes were not taken into
account in so doing. In essence, it is a comparative figure. n order to
calculate production capacity, a total of 20 % of nominal capacity is
deducted for unavoidable production interruptions. This is an approxi-
mate figure, which provides a better basis for estimating the actual
production guantity possible.

In the middie of tast year, we were able to complete the third and final
sub-section of production line IV so that we had a nominal capacity of
approximately 350 MWp at this time. In the third quarter, work started on
retrofitting and expanding production line |. This allowed us to double this
line's capacity. Our production lines were constantly optimised through-
out the whole of 2006, As a result of the optimisation and expansion
measures, our nominal capacity rose to approximately 420 MWp at the
year-end 2006 (production capacity 336 MWp).




As in the past, we shall expand our capacity over the next few years by
constructing new production lines. In November 2006, we started work
on the construction of production line ¥, This line is being constructed
in several sub-sections and will initiaily have a nominal capacity of
240 MWp. The first two sections with a nominal capacity of 120 MWp
will be commissioned from mid-2007 staggered by two months and will
achieve full capacity by the year-end, As a result, Q-Celis" nominal capac-
ity in its core business will rise to 540 MWp (production capacity 432
MWp) at the end of 2007. Completion of line ¥ will then take place in
2008. As with the previcus lines, new processes will be used, such as a
new metallisation concept and new transport systems in order to reduce
the breakage rate further despite cells becoming ever thinner.

Q-Cells" producticn staff work throughout the year, seven days a week,
twenty four hours a day in 4 shifts. In 2006, production output increased
by 52.7 % to 253.1 MWp (165.7 MWp).

RESEARCH AND DEVELOPMENT IN THE COMPANY'S CORE BUSINESS
The aim of Q-Cells is to develop photovoltaic technology quickly and cost-
effectively so that solar electricity can become a competitive source of
energy in the medium to long term. To fulfil this aim, Q-Cells invests
heavily in research and development. In 2006, Q-Cells again significant-
ly expanded its research and development capacity in its core business
(poiycrystalline and monocrystalline cells) and for new technologies.
Q-Cells now has a team of 101 highly qualified photovoltaic specialists.
This means that more than 10% of empioyees are currently working in
research and development.

Q-Cells safeguards this pronounced research and development expertise
within the Company through joint projects and close cooperation with
leading universities and research institutes. Q-Cells also integrates
strategic partners from upstream and downstream value creation stages
in optimising its production processes and products.

Thanks to intensive investment in research and constant optimisation of
its processes, Q-Cells was again able to report significant technclogical
advances in 2006. Among other things, it developed a high efficiency cell
offering back side collection in conjunction with the Fraunhofer ISE,
Freiburg and ISFH, Hamelin. While an efficiency rating of over 21.5%
was achieved on a small area (4 cm2}, the industrially applicable cell pro-
cess achieved over 20.5% on medium sized areas (100 cm?). Work was
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started on constructing a research and development line to implement
this and future cell concepts in autumn 2006 and this will form the basis
for Q-Cells' technolegical advances in future. We have earmarked invest-
ment amounting to approximately EUR 45 million for this R&D line in
Thalheim.

The Company also focused - as in previous years — in reducing wafer/cell
thickness. Since the costs of materials — and here, in turn, the costs of
wafers — form the main cost poo! at Q-Cells, reducing the thickness allows
the silicon consumption per Wp and the associated costs to be cut. In the
case of our main product Q&LTT, cell thickness still stood at 240 to
220 pm in 2005. In the first half of 2006, we managed to cut the thick-
ness to 200 pm in close collaboration with our suppliers and customers.
Despite further reductions in thickness, we have been able to improve the
average efficiency rating of our cells through constantly optimising our
processes.

We are currently testing products with a cell thickness of 160 pm, in the
second half of 2007 we plan to convert to 18C pm initially.

Qur technological focus in our core business {polycrystalline and mono-
crystalline cells) is therefore clearly defined:

Qver the next few years, Q-Cells will concentrate particutarly on further
reducing by increasing the efficiency rating and continuing to decrease
the cell thickness.

PROCUREMENT

The bottle-neck in silicon production as a result of rapid growth in the
ohotovoltaic sector continued in 2006. The price of silicon rose in 2006,
just as it did in 2005, and led to higher material usage costs, which we
were able to offset through improvements in production and products and
the asscciated reduction in costs as well as price increases.
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As of 31 December 2006, (-Celfts has contracts covering a total of
715 MWp's worth of silicon and wafers during 2007 and 2C08. Further-
more, additional quantities may be supplied from contracts under
negotiatien and ongoing deliveries; in addition, future thickness reduction
will lessen demand in this respect. These quantities total approximately
351 MWp. According to our experience, roughly @ 30% portion will
materiatise from the above figures,

Q-Cells has entered into long-term contracts with strategic partners for a
total of 2,485 MWp for the time period 2007 to 2018; these agreements
already cover a portion of our future requirements. As of the previous
year's balance sheet date, guaranteed supplies amounted to approximate-
ly 1,460 MWp.

In principle Q-Cells pursues a policy of long-term agreements and
win-win' partnerships with suppliers and customers. This corporate
philosophy will also assist us in future not only in terms of procurement
but also with regard to rapid development and implementation of innova-
tion with our partners.

We are assuming that bottle-necks in silicon availability are also likely
to occur in 2007 and 2008. Compared with our competitors, we are
well-placed in covering our supplies of silicon and wafers because of our
positioning and our excellent, close collaboration with our main suppliers
dating back over many years to continue achieving high growth rates and
production volume.

This is clearly evident from the agreement with Elkem Solar covering the
supply of metallurgical silicon from mid-2008, which was concluded in
February 2007 and is described in detail in the supplementa! report.

SALES

As an independent specialist, we offer our customers a broad and
effective product portfolio. Due to our strong position in technological
development, we can guarantee our customers consistent delivery of the
best products.

In order to secure our strong technological position, we work closely with
major customers. In addition to research and development and product
strategy, joint projects also deal with practical questions such as format
or transit breakage reduction. Since we collaborate in optimising practical
performance capabilities of cells used in medules, Q-Cells not only
supports the quality of end products equipped with our cells, but also
heightens customer satisfaction.

In its sales market Q-Cells benefits from its position as an independent
producer of solar cells, We have established ourselves as a long-term and
reliable partner and as a main supplier for many independent module
manufacturers over the last few years.

Q-Cells endeavours to secure sales of its production for the long-term
based on contracts with a broad customer base. Long-term sales agree-
ments exist with terms extending up to 2019. These madium- and long-
term sales guarantees, in conjunction with a good supply of raw materials
allow us to plan expansion of our capacity more effectively. In our supply
relationships, we focus on customers who not only possess high credit
ratings, but above all significant growth potential, especially on the inter-
naticnal market.

Q-Cells has advanced the globalisaticn of sales together with our existing,
but also our new, customers. Qur ratio of exports to total sales in 2006
rose to 53.3% (2005: 36.8%). Our target for the end of fiscal 2007 is
a ratio of exports to total sales of 60%.

We are recording the most rapid growth rates cutside Europe in North
America (USA, Canada and Mezxico) and in Asia (Korea, India, Hong
Kong, Thailand and China). We were alsc able to expand our position in
cther future markets such as Southern Europe. We have been active in
Spain since 2002, for example, and in the meantime have forged working
relationships with three important module manufacturers on the Spanish
market. We also supply customers in countries such as Italy, Greece,
Cyprus and Turkey.

Q-Cells has been working with the largest African module manufacturer
Tenesol (subsidiary of EDF and TCTAL}) since 2001. We have increased
the quantities sold to this partner substantially every year. As a result,
a significant number of sclar modules in electrification programmes in
Africa, Asia and South America are equipped with our sotar cells.




STAFF

We created numerous jobs last year as well, given our sustained high pro-
duction growth. At the end of 2006 Q-Cells employed a total of 964 stalf
(end of 2005: 767}, including management and trainees, Group-wide.
This means that the number of employees rose by 26% to the year-end
2006 compared with the previous year's balance sheet date. Most
employees are engaged in the production division or in the research &
development division. This division included 101 employees at the end of
last year. The number of trainees stood at 39 at the end of 2006 (end of
2005: 25) and is to be increased sharply in future.

Continuous development of employee qualifications is of special signifi-
cance to the future growth of our Company. In 2005 we established an
internal personnel development and training system (known as the
*@-Cells Academy’) and have developed it during the past year, The range
of training and education courses offered extends from intensive English
lessons and courses in areas such as growth management, labour law and
project management, to educational opportunities tailored for individual
employees and their work areas and business coaching for all of Q-Cells
current and prospective management.

Q-Cells aims to enable all employees to share in the Company's profits
based on performance. As a resull remuneration of almost all employees
includes variable componenis in the form of bonuses or profit sharing.
Payment of these components is based on the achievement of corporate
and personal goals. In the production division, negotiated bonus pay-
ments have been tied io indicators such as throughput and breakage
ratios. In addition, we implemented various employee stock option plans
for cur staff in 2005 and 2006. The granting of stock options is based
on fulfilling ambitious targets set at the beginning of the year and on the
Q-Cell share cutperforming the TecDAX.

GROUP MANAGEMENT REPORT

THE NEW TECHNOLOGIES

Current key technology — poiy- and monocrystailine solar cells based on
silicon wafers — will be the dominant technology on the market for at least
the next ten years in our opinion. At the same time complementary and
paralle! technological developments are likely io gain in significance.
Some of these technologies are presently aiready so well developed that
they can be exploited commercially in the next few years. Q-Cells
is watching these developments very closely and is participating selec-
tively in the development and commercialisation of promising new
technoclogies.

In addition to investments in EverQ GmbH and CSG Solar AG in 2005
and 2006, Q-Cells has invested selectively in other companies pursuing
promising approaches in the new technology sector in the past fiscal year.
Qur aim here is to have invested in every technology platform that will
be relevant in future in order to be able to offer a wide range of products,
In contrast to our core business, the thin-film technolocgies here involve
integrated production concepts, i.e. we produce sofar modules.

String ribbon technology: Ever@ GmbH, Thalheim
The significant reduction of silicon usage and consequently of production
costs is a feature ¢f String Ribbon technology, which is being commer-
cialised by EverQ GmbH. EverQ GmbH is a joint veniure with the US com-
pany Evergreen Solar, Inc., Marlboro (Evergreen), and the Norwegian
Renewable Energy Ccrparation ASA, Havik (REC).

EverQ's first fully integrated factory with a production capacity of
30 MWp, en which construction started in mid-2005, started production
as early as the first half of 2006. The first module was produced at the
end of February, mass production started in April last year and break-
even was achieved as early as the middle of the year,
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In the second half of 2006, the supply of raw materials for the next
phase of expansion was secured through a further silicon supply contract
with the Norwegian REC, which envisages a total delivery quantity of
7,400 tonnes within a period of seven years starting from mid-2008.
To facilitate the expansion of the factory in Thalheim before 2008, short-
taerm silicon supply contracts have been agreed with REC and Q-Cells
from mid-2007 to mid-2008. On the basis of the secured silicon deliver-
ies EverQ started work on the construction of a second integrated wafer,
solar cell and module factory with a production capacity of 60 MWp in
the third quarter 2006. Production is expected to start in the second
quarter 2007 and production is to be increased to full capacity in the
two subsequent quarters. EverQ aims to achieve a production capacity of
300 MWp by the beginning of 2010.

Following the increase in the holdings in EverQ, Q-Cells holds 33.33 % of
the company, as do Evergreen and REC.

At the end of 2006 EverQ already employed more than 450 staff and the
company aims to double this figure by the end of fiscal 2007,

Silicon based thin-film technology: CSG Solar AG, Thatheim

The CSG thin-film process has been under development since 1995 by
the Australian company Pacific Soiar Pty Limited, Sydney, with the assis-
tance of the world's leading solar experts. This technology combines the
benefits of proven silicon technology such as long useful life with the
advantages of thin-film, including less materiat usage. In the production
process of CSG Sotar AG, which acquired this technology and the pilot
line in Sydney from the Australian Pacific Solar, silicen is not used in
wafer form but is extracted direct from silane gas. In the process an
extremely thin silicon film with a thickness of less than two pm is applied
direct to a siructured glass panel, which .captures" the sunlight.

Subsequently the silicon is crystallised through heating. The resultant
film is treated with patented laser and ink-jet printing processes to gener-
ate the electrical contacts needed. which conduct the solar electricity
from the silicon film.

In the past fiscal year, construction of the first thin-film maodule factory
with a nominal capacity of some 25 MWp was completed within the bud-
get set of EUR 54 million following some delays in delivery. The first test
modules were subsequently produced in the third quarter. Because the
optimisation of the individual production steps took longer than expected,
the Company was not yet able in the past year to start with the mass pro-
duction of the solar modules. This meant that the first revenues from the
sale of thin-film modules were not achieved until the beginning of 2007.
CSG Solar is expecting 4 shift operation to start in the second quarter
2007, At the end of fiscal 2006, G-Cells held a share cf 21.71% in CSG
Solar. The other shareholders are the Norwegian REC, the private equity
company Apax Partners and Good Energies Investment.

As recognition of its technological achievements, CSG Soclar was awarded
the Woerld Technology Award 2006 in the “innovation in the Energy
Sector” category in November 2006 in San Francisco. This prize is
awarded by the organiser, World Technology Network (WTN), together
with various partners including the New York Stock Exchange, Dow
Chemical, Time Magazine and CNN to companies which will make a sig-
nificant contribution in their respective sector over the next 20 years.
Other prize winners included Google and YouTube, for example.

Cadmium teHuride thin-film technology: Calyxo GmbH, Thalheim

The wholly owned subsidiary Calyxc GmbH, which was founded in 2005,
also started constructing its first production facility for thin-film solar
modules last year. In contrast to CSG Solar, however, Calyxo GmbH is
focusing on a silicon free semiconductor film consisting of cadmium
telluride, a stable compound of two materials, which are both waste prod-
ucts of metallurgical processes. The advantages of the technology lie in
its low production costs per Wp and a high efficiency potential for thin-




film technologies of over 9% at module level. These advantages lead to
substantial cost reducticn potential in industrial production. Calyxo GmbH
has acquired an exclusive global licence to commercialise this technology.
Another advantage of this technology is that the production process is
easily managed because the so-called atmospheric pressure method is
used.

The smaller pilot hne originally planned to test the technology in Thatheim
will be expanded into an initial production line with a nominai capacity of
approx. 25 MWp because laberatery results have been se promising, The
first test modules are expected as early as the first half of 2007. Once
the initial production line is up and running, approximately 150 staff will
be employed by Calyxo GmbH frem the first half of 2008.

Micromorph silicon thin-fitm technology:

Briliiant 234. GmhH, Thalheim

Briltiant 234. GmbH is another wholly cwned subsidiary of Q-Cells. The
company, which was established at the beginning of 2006, will transfer
so-called micromorph silicon thin-film technology to mass production.
This technology involves a so-called tandem concept, i.e. two different
materials are deposited on the base material — a glass plate. The com-
bination of an amorphous silicon layer and a layer of microcrystalline
silicon results in a far better efficiency rating than that achieved with
traditional amorphous thin-film technolegy. The efficiency rating in indus-
trial production stands at approximately $% and in conjunction with the
large-scale, cost effective deposition of the semiconductor films needed,
this technology also offers the potential to cut costs substantially.

Following preliminary technical work by the Institute for Photovoltaic
Technelogy at the Jilich research centre and Applied Films GmbH & Co.
KG (which has since been taken over by the US company Applied
Materials) Brillant 234. GmbH siarted constructing an initial production
line in the middle of last year. The first phase of expansion envisages a
line with a production capacity of 8 MWp, which is to be expanded to
approximately 25 MWp by the beginning of 2008. At the beginning of
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2007, the company started installing the machinery needed for the first
phase of expansion. Brillant Z234. GmbH expects the first test modules in
the second quarter of 2007. Once the two phases of expansion are com-
pleted, some 170 staff will be employed by the company from the first
half of 2008.

Flexibie thin-film technology: VHF-Technologies SA, Yverdon-les-
Bains/Switzerland

The company from the Swiss town of Yverdon-les-Bains has developed &
technology with the Institute for Micro Technology at the University of
Neuchatel under the brand name ,Flexcel'™. which allows nanc sized
amorphous silicon to be deposited on plastic and manufactured into flex-
ible solar modules. This means that the products are extremely flexible,
very thin and light, unbreakable and customisable, The flexibility of the
plastic base material used allows roll-to-roll manufacturing processes.
Q-Cells’ involvement is aimed at expanding production capacity substan-
tially. Through this involvement we wish, on the one hand, to establish
phetovoltaic technology as part of people’s everyday lives by expanding
Flexcell's end customer business and, on the other hand, to develop new
markets in building-integrated photovoltaics. Q-Cells currently helds a
23.44% stake in VHF-Technologies SA and has an option to bogst this
holding to 51 %.

The company is currently constructing a pilot line with a capacity of
2 MWp in Switzerland. The first modules have already been produced and
the vast majority are soid through specialist yachting equipment stores.
A decision on expanding production capacity to approximately 25 MWp
will be made in the first half of 2007. Future applications include roofs
with a low buckling load.
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Low-concentration solar technology: The Solaria Corparation,
Fremont, California /USA

In the third quarter of 2006, Q-Cells participated in financing another
start-up company in the photovottaics sector. The Solaria Corporation
from Fremont, California (USA), has developed a new low-concentration
PV technology based on standard silicon solar cells. The advantage of this
technology lies in the fact that by achieving a sunlight concentration by a
factor of two to three, the number of modules that can be produced from
a specific quantity of solar cells can be significantly increased. At the
same time, the technology fits seamlessly into the existing silicon wafer
based PV technology value added chain. The production processes are
also rapidly scalable. The technology developed by Solaria is of interest
to (-Cells because it offers enermous potential for cost reduction and can
contribute to achieving the goal of making the solar industry competitive
more rapidly. Q-Cells holds a share of 12.39% in this company.

The first products are expected in the first hal{ of 2007.

CIGS thin-film technology: Solibro GmbH

In November 2006 Q-Cells made another investment in thin-film technol-
ogy as an addition to its existing technology portfolio. Together with
Solibro AB from Uppsala, Sweden, the Copper tndium Gallium Diselenide
(CIGS-) thin-film technology developed there is to be transferred to mass
production. To this end the partners established a joint venture, Solibro
GmbH, in which Q-Cells holds a stake of 67.5 % at the beginning of 2007.
Plans are in place to construct an initial factory in Thalheim, which will
have an annual production capacity of 25 to 30 MWp. The decision on
the construction of the first production line in Thalheim is expected by
mid-2007. Q-Cells is planning an investment of EUR 60 million for the
first phase of expansion.

Solibro AB is a spin-off of the CIGS research group run by the highly
regarded Angstrﬁm Solar Cenier at the University of Uppsala. The existing
pilot line in Uppsala will be transferred into a develosment centre as
a wholly owned subsidiary of Solibro GmbH. This ceatre will provide
technological support for production and press ahead with strategically
important developments of CIGS technology. Solibro AB coats industrial
size glass plates with CIGS film on the pilot line in Uppsala. These are
then used to manufacture modules which already have efficiency ratings
of more than 11.5%. Researchers at the Angstrdm Solar Center have
already achieved efficiency ratings of up to 16.6% (mini-module) and
18.5% (cell) under laboratory conditions cn the basis of virtually identi-
cal technology.

With this portfolio, the Q-Cells Group is very well placed to participate in
the growth of all relevant PV technologies in future.

SUPPLEMENTAL REPORT

Following the end of fiscal 2006, Q-Celts secured the supply of consider-
able quantities of metallurgical silicon for the period up to 2018 through
a long-term supply contract with Elkem Solar (Os!o), whnich is part of the
Norwegian Orkla Group, to secure further growth in the company's core
business. The agreement provides for Elkem Solar supplying Q-Cells with
contractually agreed quantities of metallurgical silicon from 2008.
Besides a basic quantity — 800 tonnes in 2008, 2,800 tonnes in 2009
and 2,400 tonnes every year from 2010 to 2018 — Q-Calls has the option
of purchasing an additional guantity of up te 1,600 tonnes in 2010 and
between 2,500 and 5,000 tonnes in the following years of the contract
term if Elkem Solar expands its production capacity. The total guantity
of silicon that will be supplied as part of the agreement is expected to
correspond to a total ocutput of more than 10 GWp from the salar cells
produced fram it. This means that in view of the cuantities of poly-
crystalline and metallurgical silicon already secured by contract, Q-Cells
will probably have encugh material at its disposal as early as 2010 to pro-
duce more than 1 GWp of solar cells per year. The basic quantity amounts
to approximately 50 % of Elkem Solar’s current planned production {in its
first factery). In addition, Q-Cells has the option to purchase up to 30%
of production volume from each new production facitity that Elkem Solar




constructs during the term of the agreement. The prices for the silicon
are based on market prices. The prices for 2008 and 2009 are fixed and
the prices for 2010 and 2011 are 50% fixed and 50 % variable depend-
ing on the respeclive market price. Q-Cells will pay a variable market
price from 2012, which will be negotiated annually.

In extensive tests in the production of ingots, wafers and solar cells
Q-Cells has confirmed that comparable efficiency ratings can be achieved
with the material supplied by Elkem Solar, which is not yet manufactured
on a large scale industrially, as with extramely pure polycrystailine silicon,
which requires a far more involved manufacturing precess. For the manu-
facture of silicon wafers and solar cells the metallurgical material must
first be mixed with extremely pure silicon. Test series have shown that the
material can be used without mixing through minor adjustments to the
process and the product. The aim is to increase the initial mix ratio of up
te 50% continugusly.

In connection with the silicon contract Q-Cells has taken over 17.9% of
the shares (88,456,767 shares) in REC Renewable Energy Corporation
ASA based in Hevik/Norway from Good Energies Investment B.V. (Good
Energies). In addition to securing ‘arge quantities of metallurgical silicon
Q-Cells has therefore invested in the world's largest manufacturer of poly-
crystalline silicon and of silicon wafers for solar cell production and one
of the world's leading photovoltaic companies.

Furthermere, Good Energies has increased its stake in Q-Cells. As part of
a capital increase through contributions in kind Q-Cells has issued
34,323,579 new shares to Good Energies. Of these shares, 3,753,595
were issued as ordinary shares. As a result, Good Energies has achieved
a 29.9% share cf the veting rights. The remaining 30,569,984 shares
are preference shares, which carry no voting rights and are not listed on
the stock exchange. Good Energies has the right to convert the preference
shares into ordinary shares and register them for stock exchange trading,
The preference shares carry a small dividend advantage of 3 cents per
share. As a result of issuing the new shares Q-Cells' share capital has
increased to EUR 109.05 million. Following the transaction Good Ener-
gies holds 29.9% of the capital carrying voting rights and 48.55% of the
total shares.
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Faster growth in the Company's core business is now possible from 2008
thanks to the new silicen contract with Etkem Solar. To finance this
growth, Q-Cells issued a convertible bond on 7 February 2007. The con-
vertible bond was issued by Q-Cells International Finance B.V., a wholly
owned subsidiary of Q-Cells established in February 2007 and based in
Rotterdam, the MNetherlands. and guaranteed by Q-Cells. The issuance
volume amounted to EUR 492.5 million in total. The conversion price was
set at EUR 66.79, which equated to a premium of 40% over the refer-
ence price of Q-Cells ordinary shares of EUR 47.70 per share. The con-
vertible bond's coupon is set at 1.375 % while the term of the convertible
bond amounts to 5 years. [n addition to investment in the Company’s core
business. the funds will be spent on constructing a research and develop-
ment line and on commercialising new technologies.

RISK REPORT

In additicn to our clear strategic orientation and long-term market poten-
tial, the Q-Cells Group’s continued existence and positive development is
supported by a risk management system.

RISK MANAGEMENT SYSTEM

To Q-Cells, managing risk does not entail just minimising risk but also
identifying opportunities. Q-Cells therefore approaches risk pro-activeiy
and positively, deriving opportunities from inherent risk. Our risk manage-
ment system is consequently not only an importiant instrument in terms
ot security, but also in terms of achieving cur corporate goals and ensur-
ing our future.

Examples for the selective exploitation of emerging opportunities after
careful consideration and investigation include investment in new tech-
nologies, entry into new markets or the use of new materials such as
metallurgical silicen in production.
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The opportunities and risks inhereat in promising technological appreach-
es are assessed in a comprehensive due diligence process. If the decision
is positive, the Company starts by investing in the pilot production phase
{approximately 25 MWp capacity). Once the results have been validated,
capacity is then expanded selectively.

Q-Cells’ risk management system serves to identify, contral, manage and
master any risks entered into. Q-Cells is aware of the connections and
interdependencies of individval risks. Counter-measures are reviewed
with particular regard to their effectiveness. Risks are inventoried on a
monthly basis. A risk report s prepared quarterly and submitied to the
responsible representative bodies of the Company. If a new major risk
factor is identified, it is reported to the Board of Directors immediately.
Processes are designed to enhance transparency and all those respon-
sible for their observation areas are included in risk communication,
Constantly updated, this is the basis for an ongoing risk consciousness
borne by all employees.

Management keeps abreast of all potential risks by receiving timely feed-
back on production, quality, sales and financial results and comparing
these to plan.

The management and control mechanisms created with the assistance of
risk software tailored to Q-Cells form the basis for management decision-
making.

Risk management undergces ongoing development, is promptly adapted
to changes in the environment and expanded to a Group-wide risk
management that includes subsidiaries and affiliated companies.

This applies in particular to insurance policies taken cut as a component
of Q-Cells’ risk management. Significant risks, such as fire or operating
disruptions, are covered by appropriate insurance. We regularly review our
insurance protection and bolster it with preventive measures.

KEY RISKS

Procurement market

In the last two years the limiting factor in industry growtn was silicon, the
most important raw material in the solar industry. Substantial demand
surplus resulted in a shortage of silicon and silicon walers in 2005 and
2006. Availability of solar silicon is also likely to limit industry growth
rates in 2007 and beyond. Since previous suppliers are expanding their
capacity and it is anticipated that new suppliers will appear on the
market, -Cells expects a relaxation of the supply side from the end of
2008. We believe that existing bottla-necks will begin to disappear at this
stage and that market growth rates will continue to rise due to pent-up
demand. The availability of metallurgical silicon plus a reduction in silicon
consumption per Wp (thinner cells and higher efficiency ratings) will also
have a positive impact on the supply situation. Thin-film technologies are
not affected by these supply bottle-nacks, since they either need signifi-
cantly less silicon or nene at all.

Q-Cells has entered into long-term supgly contracts with the most sig-
nificant market participants in upstream value creation stages of silicon
and silicon wafer production. Increased diversification in the supplier
base is only possible on a limited basis at the moment, since there are
retatively few companies in the market. However, these risks can be
minimised through the supply contract concluded with Elkem Solar in
2007, the holding in REC and the investments in various thin-film tech-
nologies.

Q-Cells has managed to secure virtually all its requirements for 2007 and
2008 by intensifying its efforts to assure a raw materials supply, and to
partially cover requirements into 2018 at the present time. A major factor
in its success is the business policy of entering into lcng-term strategic
partnerships with selected, capable suppliers.



Sales market

Growth in the industry. as well as Q-Cells’ own business activity, will be
considerably influenced by political factors promoting renewable energy
sources in the next five to ten years. In Germany, currently Q-Cells’ major
market, demand is driven to a great extent by the Renewable Energy
Scurces Act (EEG} implemented on 1 January 2004. It provides for long-
term minimum compensation {linked with mandatory purchase by grid
operators) for photovoltaic electricity, A review of the law is planned for
the end cof 2007; this may entail adjustment of promotion requirements
under certain circumstances. At the moment, the EEG stipulates a
continuous annual decrease in minimum compensation of between 5%
and 6.5%. A significant drop in supply compensation resulting from a
review could considerably depress demand for photovoltaic systems in
Germany.

In recent years, however, governments in a number of additional countries
have created attractive conditions for promoting renewable energy
sources, We anticipate that new and stable markets for photovoltaic pred-
ucts. in addition to Japan, Germany, Spain and California, will be created
aver the next few years,

Furthermore, in 2006, Q-Cells has continued to diversify its customer
partfolio in international markets by attracting new customers, especially
on international markets. Our aim is to further extend long-term strategic
partnerships with our most important customers and to raise the number
of custemers, particularly abroad. This will permit us to lessen our depen-
dency on individual markets, particularly the German market.

Pheotovoltaic systems are usually financed by debt. The historically low
interest rate levels and the resulling low cost of debt have positively
influenced the profitability of photovoliaic systems. An increase in the
interest rate level would decrease profitability of photovoltaic systems
due to higher debt costs and cculd therefore tend to depress demand for
photovoltaic cells. We do not, however, anticipate a significant rise in the
interest rate in either the short or the medium term.

Our sales market was a seller's market globally last year, Demand clearly
exceeds production quantities. This is likely to continue over the next few
years.

GROUP MANAGEMENT REPORT

Related parties

Q-Cells maintains business relationships with related persons and
companies. This includes aone of the largest suppliers of Q-Celis, REC
ScanWafer AS, part of REC Group, as well as one of Q-Cells' fargest cus-
tomers, Solon AG. These relationships may result in conflicts of interest
and dependencies between the Company and related parties.

Products/production

Q-Cells provides guarantees for its products as manufacturer and selier
of photovcltaic cells and is thus subject to guarantee risks. Q-Cells
guarantees that delivered cells achieve at least 90 % of nominal perform-
ance for ten years. Furthermore, Q-Cells guarantees that sclar modules
achieve at least 80% of contractually defined performance for twenty
years and 90 % for ten years from date of shipment. We are currently not
aware of any significant customer complaints.

Q-Cells manuiactures at only one location. Production disruptions could
adversely affect the Group's financial position and performance.

Since there are currently four factories in operation in Thalheim, a break-
down in one factory or cne unit will result in anly partial limitation cf pro-
duction. With factcry V, which will be available in the first phase of expan-
sion approximately one kilometre from existing producticn hnes from mid-
2007, disruptions in a line or unit can be dealt with even more easily.

The production breakdown risk that still exists is mitigated by ongoing
employee training and constant optimisation and systematically monitered
maintenance of our facilities.
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Technology

The monocrystalline and polycrystalline solar cell technelogy used in
Q-Cells' core business has continued to establish itself as the industry
standard in recent years despite a number of different thin-film concepts.
Market share has risen slightty in the last few years and is now over 90 %.
Within these categories, the more affordable polycrystalline cells out-
weigh the more powerful monocrystalling cells. This technology is likely
to maintain its dominant position in the next ten years due to the addi-
tional cost reduction potential. On the whole, however, thin-film technol-
ogy is likely to increase in significance. It will not replace crystalline tech-
nology, though, but complement it. New areas of use and new markets
can be opened up with thin-film technology, such as in open spaces.

Q-Cells' research and development is based on four pillars: in recent
years we have put together one of the most outstanding research and
development teams in the area of solar cell technology. Q-Cells safe-
guards in-house technological expertise by joint projects and close coop-
eration with top universities and institutes, as well as by strategic partner-
ships on the supplier and customer side.

Q-Cells is investing in promising future technelogies through selective
investments and participations. An independent department, Strategic
Business Development, with more than ten employees at the end of last
year, is monitoring global developments in the photovoliaic field and
searching for technological platforms that will enable additional cost
reductions to be achieved. The most promising appreaches are chosen,
regardless of the materials used, in a comprehensive selection process.
The department reviews the varied technologies for potential and feasibil-
ity in a multi-stage due diligence process. This review is the basis for the
decision to enter the pitot or prototyping phase.

Financial risks

Q-Cells’ substantial expansion continues to require a high level of capital.
We guarantee this through both a strong equity base and by securing
commensuraie borrowing.

At the year-end 2006 our Group’s share capital amounted to EUR 440.0
million {(an equity ratio of approximately 69%). Our equity has increased
significantly because of the capital increase in February 2007, Share-
holders’ equity now stands at approximately EUR 1.5 billion, which means
that Q-Cells is very well placed to finance further growth.

The Company also issued a convertible bond with a total volume of
EUR 492.5 million at the beginning of 2007 (see supplemental repori).
Besides the low coupon of 1.375%, this convertible bond has the advan-
tage that these funds are not callable within the next five years and that
they may, if necessary, be converted into equity.

Currency risks arise for Q-Cells due to the fact that we make purchases
in USD that are not entirely offset by USD sales. We caunter this risk by
observing currency parities on an ongoing basis and undertaking hedging
transactions where necessary. However, we try in princiote to match pro-
curement and sales in such a way that we achieve a natural hedging
effect.

The Company has made advance payments to suppliers as both a
procurement and a security measure. It will be necessary to pay such
advance payments in future as well. This may give rise to default risks.
On the other hand, the Company has been successful in obtaining advance
payment from customers with long-term supply contracts.

Among other things our financial control encompasses «iquidity, financial
and balance sheet planning and this cembined with a customer assess-
ment system reduces the probabitity of bad debts.

The Company receives public investment grants and subsidies in connec-
tion with creating and expanding capacity. Notifications issued regarding
the approval of investment subsidies total approximately EUR 51.9 mil-




lion, of which approximately EUR 22.2 million was paid out by 31 Decem-
ber 2006. Payment of these funds is always contingent upen the avall-
ability of such resources (EU, Federal, State of Saxony-Anhalt) or their
allocation in the budget {(Federal or the State of Saxony-Anhalt).

These grants and subsidies, moreover, depend in principle on adherence
to certain specifications and conditions that may in part be spread over
a period of several years in the future. In the event of non-fulfilment,
Q-Cells could be obligated to repay the subsidies received in part or in
whole. This would have an adverse financial effect on the Company's
situation.

Legal risks

Significant legal risks arise primarily when concluding agreements, These
are therefore scrutinised from both legal and commercial aspects both
internally and by external advisors.

Research, development and licensing agreements are adapted to the
status of the projects involved on an ongoing basis.

In the case of research projects, a thorough patent clearing process is
undertaken before they start in order to ensure that future-oriented
investments on the part of Q-Cells are commercially viable. A patent
department is being established.

The quality mark ‘Q-Cells’ and 'Q.Cells’ - a combined word and design
mark - is being placed under local legal protection in key sales areas,

Significant risks from litigation, patent violations, the new regulaticns of
the anticipated environmental liability law cr any cther legal risks have not
been identified.

GROUP MANAGEMENT REPORT

OVERALL RISK/GOING CONCERN RISK
The Group's overall and going concern risk is reduced by the following key
factors:

We operate in an attractive market with high long-term growth
potential.

There is a high level of pent-up demand in the photovoltaic market.
Q-Cells is market leader in Europe and the second largest solar cell
manufacturer in the world.

Q-Cells works in state-of-the-art production facilities and optimises
processes on an cngoing basis with a view te cost reduction.
Q-Cells has a highly qualified and capable team in its Research and
Development division.

= Qur main cost item is material expense. The Company can therefore
react with flexibility in the case of a change in demand.

The Company has a very strong eguity base.

The Campany invests selectively in promising new technologies to
diversify its technology base further.

Q-Cells has well educated and motivated staff.
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OTHER INFORMATION

PRINCIPLES OF THE COMPENSATION SYSTEM

Compensation of the Executive Board

The members of the Executive Board receive remuneraticn made up of

several components:

£ a fixed annual base remuneration

= variable compensation, the level of which is based on the extent to
which certain corporate goals are met and

= share options.

I

The total compensation of the members of the Executive Board thus
includes fixed and variable components. Criteria for the level of the
compensation include especially the responsibilities of the particular
member of the Executive Board, his personal performance, the perfor-
mance of the Executive Board as a whole as well as the economic situa-
tion, the success and future prospects of the company with censideration
of its comparative environment. The variable compensation and the
stock option plan are associated with risks, sc that is no guaranteed
compensation.

The fixed base salary is paid monthly and reviewed at regular intervals for
conformity with the market and appropriateness. No commitments have
been made with regard to the situation that would apply if employment
ends.

In 2006, the Executive Board members Thomas Schmidt and Dr. Hartmut
Schining exercised some of the stock options awarded in fiscal 2004.

Compensation of the Supervisory Board

In ling with the proposal of the Executive Board and the Supervisory
Board, the compensation of the Superviscry Board is determined by the
Annual Shareholders' Meeting.

In addition to the reimbursement of expenses, each member receives
fixed and performance-based annual remuneration. Decisive for the
calculation of the performance-based remuneration is the group net
income posted in the group annual financial statements in line with IFRS,
Members of committees additionally receive a percentage of the fixed and
variable compensation. The level of compensation is determined by the
Annual Shareholders’ Meeting on the basis of a simple majority.

REPORTING IN LINE WITH SECTION 315 PARAGRAPH 4 OF THE
GERMAN COMMERCIAL CODE

Subscribed capital amounted to € 74,729.7 thousand as of the balance
sheet date (31 December 2005: € 36,913.6 thousanc) and is divided
into 74,729,728 registered shares at no par value {31 December 2005:
36,913,604 shares). Ownership of the shares entails voting rights at
the Annual Shareholders’ Meeting as well as an entitlement to profits in
the event of dividend payments.

In respect to the level of subscribed capital as of the balance sheet date,
refer to our comments in the Supplementary Report /Section 3.}

In the Annual Shareholders’ Meeting on 29 June 2006, the Executive
Board of Q-Cells AG was authorised, with the consent of the Supervisory
Board, to increase the share capital of the Company up to 31 May 2011
on the basis of centributions in kind or cash contributions on one or more
occasions by up to € 36,913.6 thousand by issuing 26,913,604 new
shares. At the same time the Executive Board is authorised, with the con-
sent of the Supervisory Board, to decide on the exclusion of shareholders’
subscription rights, to determine an approach to profit-sharing that differs
frem the law and to stipulate additional details for each capital increase
and the cenditions for the share issue.

At the ordinary Annual Shareholders’ Meeting on 16 August 2005, a
resolution was passed to issue up to 434,948 options to current and
future members of the Executive Board and current and future members
of the second tier of management and other employees of Q-Cells AG.
The stock option program 2005 permits entitled employees to acquire
Q-Cells AG shares, subject to certain preconditions, al an established
exercise price under defined conditions. Alternately, those entitled to
acquire the shares may also be granted a cash settlement at the discre-
tion of the Executive Beard, although the Company's Executive Board
does not anticipate payment of a cash settlement.

For the purposes of fulfilling subscription rights the Annual Shareholders’
Meeting of 16 August 2005 resolved a conditional capital increase of
the Company’s shareholders' equity, which because of the capital
increases from reserves in 2004, 2005 and 2006 has increased in the
same proportion as share capital in accordance with section 218 of the
AkiG. At the balance sheet date, conditional capital || amounted to
€ 2,609.7 thousand,



In the Annual Shareholders’ Meeting of 29 June 2006, the Executive
Board was authorised, with the consent of the Supervisory Board. to issue
options and/or convertible bonds with a total nominal value of up to EUR
1.5 billion up to 31 May 2011 and to grant holders of option bonds opticn
rights and holders of convertible bonds convertible bond conversion rights
to the Company's shares up to the proportion of share capital totalling up
to € 14,765.4 thousand. Based on a resclution of the Annual Sharehold-
ers’ Meeting of 29 September 2006 the existing conditional capital 111
and the Q-Cells AG Executive Board's existing authorisation, with the con-
sent of the Supervisory Board, to issue option and/or convertible bonds
was cancelled and the Executive Board was issued a new autherisation
under which the Executive Board is authorised, with the consent of the
Supervisory Board, to issue option and/or convertible bonds with a total
nominal value of up te EUR 1.5 killion up to 31 May 2011 and to grant
holders of option bonds option rights and holders of convertible bonds
conversicn rights to the Company's shares up tc a proportion of share
capital totalling up to € 14,765.4 thousand. The Annual Shareholders’
Meeting resolved a new conditional capital Il of up to € 14,765.4 thou-
sand to provide for the option rights and/or conversion rights. As a con-
sequence of the capital increase from reserves in a ratio of one new share
for each old share resolved at the same Annual Shareholders' Meeting the
proportion of the share capital of shares, which are to be granted to the
helders of opticns and/or holders of convertibie bonds when they exercise
their optien rights and/or conversion rights increased in the same ratio as
the share capita. The conditional capital 11l also increased in the same
ratic so that it now stands at € 29,530.9 thousand.

On the basis of the resolution of the Annual Shareholders’ Meeting on
29 lJune, in line with section 71 paragraph 1 (8) of the AktG the Execu-
tive Board was authorised to acquire own shares of the Company up to
10.0% of the respective subscribed capital to 30 Novemnber 2007.

In line with the regulations of section 133 of the AktG the relevant
changes in the articles of association were resolved.

GROUP MANAGEMENT REPORT

Q-Cells AG shareholders

As of the date the balance sheet was prepared (28 February 2007), in
line with the regulations of the Securities Trading Act (WpHG) the follow-
ing shareholders of the Company have direct or indirect holdings in
Q-Cells AG which exceed 10% of the voting rights:

SHAREHOLDERS Notification from Voting rights
Section 22 Section 22
Section 21 Par. 1{1,1) Par. } (1,5)
Par. 1 WpHG WpHG WpHG
Direct Indirect
FMR Corp., Boston,
Massachusetts, USA 1 Aug. 2006 > 10%
Good Energies
Investments B.V.,
Amslerdam. The Nether-
lands 1 Sept. 2006 2543 % 0.81%
COFRA HOLDING
Aktiengesellschaft,
Zug, Switzerland 1 Sept. 2006 24.62% 0.81%
Entrepreneurs Fund
Holding AG.
Zug, Switzerland 1 Sept. 2006 24.62 % 0.81 %

[: 1

Appointment and dismissal of members of the Executive Board

The appointment and dismissal of members of the Executive Board is
regulated in sections 84 and 85 of the AktG and in section 6 of the
Articles of Association in the version of 29 June 2006. In line with
Section 6 of the Articles of Association, the Executive Board consists of
ong or more persons. The Supervisory Board determined the number of
members of the Supervisory Board. The change of the Articles of Asso-
ciation {akes place in line with sections 179, 133 of the AktG as well as
section 11 of the Articles of Association in the versicn of 29 June 2006.
According to the latest regulations, the Supervisory Board is authorised
to make changes and additions as leng as these only relate to the
version,
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FORECAST: GROWTH AT HOME AND ABROAD
PLUS DIVERSIFICATION OF THE TECHNOLOGY BASE

It is generally anticipated that demand for renewable energy sources and
photovoltaic systems will increase considerably. There are many reasons
for this: for one, almost all governments in the world have now recognised
that climate protection is one of the key tasks for the present and the
future. As a result, they are implementing programmes to generate energy
without carbon dioxide emissicns by using regenerating energy sources.
An added incentive is that fossil fuels, which currently cover the major
portion of the world's energy needs, are finite, as is uranium, the source
material for using nuclear energy, and will in future only be extracted
under more difficult conditions and therefore at greater expense.

Finally, prices for fossil fuels such as oil and gas continue to rise due to
higher demand in global markets. The International Energy Agency
estimates that world energy needs will double by the year 2030. This
increase will be driven particularly by the sharply growing needs in the
most populous emerging countries such as China and India.

Moreover, decision-makers in the world of politics and economy in
Western industrialised countries are increasingly preoccupied with the
question of supply security. At the core of this issue is the recognition
that the predeminant portion of fossil fuel reserves lies in politically
unstable regions of the world and that energy supplies are extremely
vulnerable to terrorist attacks.

These factors reinforce the role of renewable energy scurces. The high
growth rates in the photovoltaic market will continue uninterrupted
throughout the world in the upcoming years, according to both our esti-
mates and the unanimous assessment of a variety of analysts. According
to the most recent estimates of the European photovoliaic organisation
EPIA, the global market will total approximately 5.5 GWp by 2010. The
most optimistic estimates by analysts assume a global market of up to
14 GWp. Q-Cells is assuming a potential of up to 12 GWp at this stage.

To continue to grow substantially in future, we plan to invest in our core
business, the production of monocrystalline and polycrystalline solar cells
in the next few years. In addition to these investments n our core busi-
ness, we shall press ahead with the development of capacity in premising
new technologies: objectives of developing these technologies include
further cost decreases, less dependence on the silicon market and secur-
ing our market position. New technologies, particularly in the area of the
thin-film process, complement proven silicon technology, by satisfying
increased demand and covering new market segments, including open
space Usage. We anticipate that, despite the growing importance of thin-
film technologies in the foreseeable future, wafer-based silicon technol-
ogy will continue to dominate.

Q-Cells has achieved considerable cost reductions in the past year and
strengthened the foundation for future growth with its rapid expansion of
production capacity, accelerated research and developrnent both in our
core business and in the field of new technologies and constant improve-
ment in products and in preduction processes.




Expectations for 2007

At the beginning of 2007, sales in the important markets of Germany and
Spain remain buoyant. Q-Cells expects that this positive trend will con-
tinue over the rest of 2007. Given an anticipated preduction volume of
340 MWp in its core business, Q-Cells is forecasting growth in sales and
the net income for the period of approximately 30% in 2007. [n the wake
of this, the export ratio is tc rise to approximately 60% by the end of
2007. The Company also expects an extraordinary, one-off contribution
to income from the sale of silicon to EverQ GmbH. We expect that the
subsidiaries, which will start production at various points in 2007, will
generate the first revenues from test production. The start-up expenses
for the new factories owned by subsidiaries and affiliated companies as
well as the one-off income from silicon sales are expected to lead to net
expenses of approximately EUR 10 million. In 2007 we shall increase
invesiment significantly compared with the previous year. In total, we are
expecting a figure of approximately EUR 400 millicn of which approxi-
mately EUR 200 million is earmarked for the core business (including a
research and development line) and the other funds will go to expanding
capacity in new technclogies. Because of these substantial investments,
which ameunt te more than four times the net income for 2006, no divi-
dend will be paid for the past fiscal year.

GROUP MANAGEMENT REPORT

Targets for 2008 and beyand

For 2008 Q-Cells is setting itself the target of achieving sales of approx-
imately EUR 1 billicn and a return on sales of 13%. On the basis of the
new agreement on the supply of metailurgical silicon we expect addition-
al strong growth in production volume from 2009, In 2009 we are striving
for growth in sales of approximately 40%. In 2010 we wish to achieve
production volume cf 1 Gigawattpeak (GWp}.

Thalheim, 28 February 2007

Q-Cells AG's Executive Board

Al = ex o 2o~y Tt

Thomas Schmidt
Coo

Anton Milner

CEO CFO

Dr. rer. pol. Hartmut Schiining

Dr. Florian Holzapfel
CTO

U

WANALE

A7 N

AT

SHARF

FINANCIAL STATEMENTS

ATD T OMAC MEDRNAT ON

67






FINANGIAL STATEMENTS

PAGE
PAGE
PAGE
PAGE
PAGE

PAGE

70 CONSOLIDATED BALANCE SHEET

72 GONSOLIDATED INGOME STATEMENT

73 CONSOLIDATED CASH FLOW STATEMENT

74 CHANGES IN CONSOLIBATED EQUITY

76 NOTES TO THE CONSOLIDATED FINANCIAL
STATEMENTS

118 AUDITOR’S REPORTY

N FINANCIAEL STATEMENTS SHARE




70

CONSOLIDATED BALANCE SHEET AS PER IFRS AS OF DECEMBER 31, 2006

ASSETS NOTES 12/31/2006 12/31/2005
€ '000 € '000
C p Gl 1
A. NON-CURRENT ASSETS
. Goodwilt - 3.2,4.1 0.0
Il. Intangible assets 3.3,4.2 37124
lll. Property, plant and equipment 3.4,4.3 99,641.8
IV. Financial assets ) 35,44 31
V. Financial assets accounted for using the equity method 35,45 12,480.7
V1. Other non-current assels 36,46 10,6669
[ I oAN.d ] 126,504.9
B. CURRENT ASSETS
. Inventories o 3.7,4.7 N 49,888 9
IIl. Trade accounts receivable 38,48 PR 4% 33,8025
I, Market value of derivative finana instrurnents 3.9 L 0.0
IV. Time deposits 3.10, 4.9 4 b TR, 32,500.0
V. Other receivables and assets 3.8,4.10 RCEXT 12,719.7
Vi, Cash and cash equivalents 3.11,4.11 i 2006479
329,559.0
TOTAL ASSETS 456,063.9
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LIABILITIES NOTES 12/31/2006 12/31/2005 -
€ '000 € '000 5
(%]
‘ ' z
A. SHAREHOLDERS' EQUITY 3.12,4.12 e
I. Subscribed capital [ 727971 36,8136
Il Capital reserve [ 2475000 | 2406869 =
IIl. Revenue reserves 44,109.1 =
IV. Other reserves 12701 -447.7 =
Q-Cells AG sharcholders —zpdR5] 3212619 '
V. Minonity interests Q.0 -
[ 439.970.9 ] 321,261.9 3
B. NON-CURRENT LIABILITIES foid
I Profit participation capital 3.13, 4.13 14,492 9 E
Il Non-current financial liabilities 3.17,4.14 [ Bl1i5. | 12,8338 E
. Deferred nvestment grants and subsidies 3.14,4.15 23,096.3 i
V. Other provisions 3.16,4.16 [ ZG5old ] 0.0 g
V. Other non-current liabilities 3.17,.4.17 [ T30oed7 | 45059 E
Vi, Deferred taxes 3.15, 4.18 647.1 =
55,576.0 z
o
C. CURRENT LIABILITIES ;r:
I Current financial liabilities 3.17,4.19 3723001 11.658.8 F
Il. Trade accounts payable 3.17, 4.20 25557.4 4
1M1, Tax liabilities 3.17, 4.21 14 4889 o
¥, Deferred wnvestment grants and subsidies 3.14,4.22 07310 -
V. Market value of derivative financial instruments 39 0.0 *
VI. Other provisions 3.16, 4.16 ) VA B 32366
VII. Other current liabilities 3.17,4.23 17.553.3
[ 1175606 ] 79,226.0
TOTAL LIABILITIES [ 5344882 | 456,063.9
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CONSOLIDATED INCOME STATEMENT AS PER IFRS

FOR THE PERIOD FROM JANUARY 1 TO DECEMBER 31, 2006

Notes 2006 2005
€ '000 € '000
C — T — I —
1. Sales revenues 5.1 SRR R 299,369.2
2. Change in stocks of finished ang unfinished products = 103 11,832.2
3. Other own work capitalized 5.2 793.5
4. Other operating income 5.3 6,806.6
5. Cost of materials 5.4
a) Expenses for raw materials, consumables and supplies
and for goods purchased 187,724.5
b) Expenses for services purchased 10,169.4
6. Personnel expenses 5.5
a) Wages and salaries } 21,771.2
b) Social security contributions and expenses for
pensions and welfare 3,866.6
¢) Expenses relating to stock options 2.478.0
7. Depreciation, amortization and impairment losses 5.6 11,302.3
8. Other operating expense 5.7 18,428.6
9. Net operating income 63,160.9
10. Income from financial assets accounted for using the equity method 58 -1,696.0
11. Interest and similar income 59 1,749.5
12. Interest and similar expense 5.9 3,273.0
13. Income from financial instruments 5.9 0.0
14. Income before taxes 59,941.4
15, income taxes 5.10 20,0094
16. Net income for the vear 39,932.0
[o T r 3 n|
Income attributable to minority shareholders 0.0
et income for the year attributable to Q-Cells AG shareholders [ = T780.4 | 39,9320
I - T 5 — " ']
Earnings per share 2006 2005
C T — 1
Earnings per share {undifuted) in € per share 5.11 0.63
Earnings per share {diluted) in € per share 5.11 0.59
[ T 3 1




CONSOLIDATED FINANCIAL STATEMENTS

CONSOLIDATED CASH FLOW STATEMENT (IFRS)
FOR THE PERIOD FROM JANUARY 1 TO DECEMBER 31, 2006

2006 2005

€ '000 € '000

Net income for the year [ S53460 ] 39.932.0
income tax expense 20,009.4
Depreciation. amortization and impairment losses 11,3023
Income from financial assets accounted for using the equity method | Y A Y A 1,696.0
Other non-cash expenses and Income 1,857.3
Amortization of deferred investment grants and subsidies C—o 7312 -4,169.7
Change in provisions 231181 5,057.3
Losses on the disposal of intangible assets and property, plant and equipment [ 8T01 816.9
Change in inventeries, receivables and other assets -63,566.5
Change in other liabilities 16,431.3
Interest and similar income -1,749.5
Interest and similar expense 3,100.9
Liguid funds generated from operating activity 30,717.7
Interast paid -2,549.5
Interest received 3233781 1,498.8
Income taxes paid 3028381 -7,103.2
Cash provided by operating activities [ 23%19.3] 22,563.8
Capital expenditure on intangible assets -2.431.4
Capital expenditure on property, plant and equipment [ —EI.O0LG] -44,171.7
Acquisitions of equity investments -14,7488
Payment for loans granted 0.0
Changes in time deposits [ 224300 ] -32,500.0
Proceeds from the disposal of property, plant and equipment 37398 3790
Proceeds from the disposal of equity investments o) 1,170.0
Proceeds from the repayment of loans granted — 211351 00
Proceeds from investment grants and subsidies | RN XY VRN 15,586 .8
Cash used in investing activities [ —57.0785 1| -76,716.1
Proceeds from contributions to shareholders' equity T334 255,558.2
Costs ¢f obtaining capital | RS (Y | -12,506.0
Proceeds from loans obtained 40Ul 25,3750
Repayment of silent partners’ interest [ 40920 ] 0.0
Repayment of loans -14,826.8
Payments under finance leases -1,327.4
Cash used in (previous year: cash provided by) financing activities [ -19.785.9 ] 252,273.0
Change in liguid funds 198,120.7
Foreign exchange gainsflosses on liquid funds 321 0.0
Liguid funds at the beginning of the period 2,527.2
Liguid funds at the end of the period 200,647.9
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CHANGES IN CONSOLIDATED EQUITY ACCORDING TO IFRS
FOR THE PERIOD FROM JANUARY 1 TO DECEMBER 31, 2006

Subscribed Capital reserve Revenue
capital reserves
€ '000 € '000 € 000
I - o = m
01/01/2005 10,085.7 12,405.4 12,240.6
Valuation financial instruments
Changes in the equity of associated companies -10.7
Income and expenses recognized directly in equity 0.0 -10.7 0.0
Stock option program 2,478.0
Net income for the year 39,932.0
Total income and expense recognized in equity 0.0 2,467.3 39,932.0
Capital increase from reserves 20,171.4 -12,107.9 -8,063.5
Capital increase 6,656.5 246,292.4
Expenses of procuring equity (after taxes) -8,370.3
12/31/2005 36,913.6 240,686.9 44,109.1
Vaiuation financial instruments
Foreign currency translation
Changes in the equity of associated companies 117.4
Income and expenses recognized directly in equity 0.0 117.4 0.0
Stock option program 6,245.7
Net income for the year 97,146.4
Total income and expense recognized in eguity g.0 6,363.1 87,146.4
Issue of new preference shares 592.8 640.6
Capital increase from reserves 37,223.3 -37,223.3
Change in the scope of consolidation

12/31/2006 [ 70297 1 [ 24789061 [

c = = m—




Other reserves

CONSOLIDATED FINANGIAL STATEMENTS

Market valuation Foreign exchange Q-Cells AG Minority Total eguity
differences shareholders interests

€ '000 € '000 € '000 € '000 € '000

| 0.0 -2.9 34,728.8 0.0 34,7288

| -4326 -432.6 -432.6

‘ -12.2 =229 -229

' 24326 J12.2 ~4555 —455.5

| 2,478.0 2,478.0

| 39.932.0 39,932.0

-432.6 -12.2 41,954.5 41,954.5

| 0.0 0.0

252,948.9 252,948.9

-8,370.3 -8,370.3

-432.6 -15.1 321,261.9 0.0 321,261.9

432.6 432.6 4326

-98.4 -98.4 -391.3 -486.4

-335 83.9 83.9

432.6 -131.9 418.1 -391.3 30.1

6,245.7 6,245.7

97.146.4 -1,2999 95.846.5

4326 -1319 103,810.2 -1,691.2 102,122.3

1,233.4 1,233.4

.0 0.0

0.0 15,356.6 15.363.3

C— 0oU] 14707 47630557 33997001
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE PERIOD FROM JANUARY 1 TO DECEMBER 31, 2006 OF Q-CELLS AG, THALHEIM.

1 GENERAL DISCLOSURES

1.1 BASIC INFORMATION

Q-Cells AG and its subsidiaries as well as its major haldings operate in the
promising photovaltaic market. While Q-Cells AG has specialized in the
deveiopment, manufacture and marketing of high-guality solar cells, the
holdings each concentrate on new photovoltaic technologies such as thin-
film and concentrator technologies. Q-Cells AG was established in 1995 and
is now one of the largest and fastest-growing companies in the sector world-
wide.

As of the balance sheet date, December 31, 2006, the Group employed 921
individuals. At the end of 2006, the number of trainees was 39. Q-Cells AG’s
Executive Board consists of four members.

Q-Cells AG was entered into the commercial register of the district court of
Stendal under number HR B 16621.

The Company’s registered head office is Guardianstrasse 16, 06766 Thal-
heim, Germany. The consolidated financial statements can be obtained from
the Company's headquarters and are published in the elecironic Federal
Gazetie.

The consolidated financial statements are prepared in euro (EUR), since
the majority of Group transactions occur in this currency. All amounts are
indicated in thousands of euros (EUR '000) unless ctherwise indicated and
reflect rounding differences.

1.2, SIGNIFICANT EVENTS DURING THE FISCAL YEAR

£ (-Cells AG acguired Brilliant 234. GmbH, Thalheim, as a wholly owned
subsidiary immediately after its incorporation in February 2006. The
object of the company is the development., production and marketing of
solar modules based on thin-film technology.

In May 2006, Q-Cells AG acquired 15.52 % of the shares in VHF-Tech-
nologies SA, Yverdon-les-Bains/Switzerland (VHF), as well as an
option to acquire additional shares. Q-Cells AG increased its stake in VHF
to 23.44% in December 2006. The object of the company is the devel-
opment, production and marketing of flexible thin-film solar modules
under the brand name “Flexcell”.

i

I

In September 2006 Q-Cells AG acquired 12.39% of the shares in The
Solaria Corporation, Fremont, California/USA (Solaria). The company has
developed a new, fow-congentration photovoliaic technology based on
standard silicon solar cells, which because of the conzentration of sun-
light exhibits considerable potential for reducing the costs of module
production, since the number of modules that can be produced with a
specific quantity of silicon is increased.

In December 2006, Q-Cells AG increased its stake in EverQ GmbH, Thal-
heim, by 12.33% 10 33.33%.

The company increased its sales by 80.2 % compared with the previous
year in fiscal 2006.

Operating income improved from EUR 63.2 million to EUR 129.4 million
{(+104.9%) comparad with the previous year, the net income far the
period attributable to the shareholders of Q-Cells AG improved from
EUR 35.9 million to EUR 97.1 million {+143.3%). without the one-off
income cantribution to EUR 87.7 million (120.0%)

Work was started, as scheduled, on the construction of a new factory
{line V} in the fiscal year. Line V will be constructed in three sections and
will have a total nominal capacity of 240 MWp once it 1s completed. The
first two sections are expected to be commissioned in the third and
fourth quarters of 2007 respectively.

1]

il

1]

2  CONSOLIDATED FINANCIAL STATEMENTS

2.1, COMPANIES INCLUDED IN CONSOLIDATION

All subsidiaries, jeint ventures and associaied companies are included in the
consolidated financial statermenis. Subsidiaries are compznies that are con-
trolled by us directly and fully consolidated. Joint venturas are companies
that are managed jointly with other companies. Associated companies are
companies gver which we exercise a significant influence and which are
neither subsidiaries nor joint ventures. Associated companies are included
in the consolidated financial statements using the equity method, as are joint
ventures.




SUBSIDIARIES Registered Office Amount of the

holding
Calyxo GmbH Thalheim/Germany 100%
Brilliant 234. GmhH Thalheim/Germany 100%
Q-Celis Asia Ltd. Hong Kong/China 100%
VHF-Technologies SA Yverdon-les-Bains/ Switzerland 23.44%

First accounting for the acquisition of VHF

As of December 31, 2006, the stake in VHF-Technalogies SA, Yverdon-les-
Bains/Switzerland (VHF) amcunted to 23.44 %, and Q-Cells AG has the
option to increase its holding to 51 % at any time. Therefore, in accordance
with |AS 27.14, VHF was fully consolidated in the consolidated financial
statements with effect from May 24, 2006 (acquisition date). The shares
were acquired in two tranchas on two different dates. Q-Cells AG acquired
15.62 % of the shares on May 24, 2006 and a further 7.92 % of the shares
in YHF on December 15, 2006.

The transaction was accounted for using the acquisition method in compli-
ance with IFRS 3.16 ff.

The inclusion of VHF in the consclidated financial statements of Q-Celis AG
for the first time was effected as follows on May 24, 2006.

NET ASSETS ACQUIRED Carrying Adjustment Fair value
AS OF MAY 24, 2006 amount

€ '000 € '000 € '000
Assets acquired
Goodwill a.0 219.5 219.5
Intangible assets 0.0 18.128.9 18,128.9
Property, plant and equipment 811.0 0.0 811.0
Current receivables and other
assets and liguid funds 158.4 2.998.9 3,157.3

(3884 | (2313473 ) [ 223167 ]
Liabilities acquired
Short term liabilities and

Provisions 327.0 0.0 327.0

Deferred taxes 0.0 3.861.5 3.861.5
M1 X W

Net assets

542.7 14.586.6 15,1293
[ 997 J [ 289887 ] (29983 ]

Minority interests

Net assets acquired

CONSOLIDATED FINANCIAL STATEMENTS

The agreed total consideration of € 2,998.9 thousand was paid to VHF in
cash as part of a capital increase. Because of the inclusion of VHF in the
consolidated financial statements of Q-Cells AG these funds have remained
in the consolidated financial statements. Cash equivalents of € -85.4 thou-
sand were acquired.

The technology acquired was identified as an intangible asset as parl of the
purchase price allocation and valued at far value.

The purchase price of € 1,956.4 thousand for the increase to 23.44 % was
paid to VHF in cash as part of a capital increase. As part of this acquisition
of shares, goodwill increased by € 227.3 thousand to € 446.8 thousand,

The loss by VHF included in the consclidated financial statements has
amounted 1o € 1,583.7 thousand (of which € 1,299.9 thousand is attribut-
able to minority interests} since the acquisition date. If the acquisition of VHF
had taken place on the first day of fiscal 2006, Group sales would have risen
from € 539,497.2 thousand to € 539,605.8 thousand and consclidated net
income for the period would have fallen from € 95.846.5 thousand to
€ G5,434 8 thousand.

COMPANIES ACCOUNTED

FOR USING THE EQUITY Registered Dffice Amount of the

METHOD: holding
Associated companies

CSG Solar AG Thaitheim/Germany 21.71%
The Solaria Corporation Fremont, California/USA 12.39%
loint venture

EverQ GmbH Thalheim/Germany 33.33%

For details on the financial assets accounted {or using the equity method,
please refer to section 4.5.

CPI ChemiePark-Institut GmbH, Bitterfeld, in which Q-Cells AG has holdings
of 6.1%, is not part of the consolidation and is reported under ‘financial
assets’ in the Q-Cells AG conselidated financial statements.
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2.2. PRINCIPLES OF CONSOLIDATION

The financial statements of domestic and foreign companies included in the
consolidated group are prepared in accordance with uniform accounting
policies.

Equity of the parent and its subsidiaries is consolidated using the purchase
method. The acquisition costs at the time of purchase of the investment are
offset against the fair value of the proportional share of assets, liabilities and
contingeni liabilities.

In this connection, the value ratios at the date on which control of the
subsidiary was achieved are crucial. The reportable assets and the ligbilities
and contingent liabilities taken over are valued at their full fair values. Any
remaining difference on the assets side is reported as goodwill. Any remain-
ing difference on the liabilities side is charged to the income statement
immediately. In the periods following the merger, disclosed hidden reserves
and hidden charges are dealt with in the same way as the corresponding
assets and liabilities, are written down or written off.

If additional shares in companies that are already included in the consoli-
dated financial statements as subsidiaries are acquired, the difierence
between the purchase price and the proportional equity acquired is reported
as goodwill. Goodwilt is not written down on a scheduled basis but subjected
to an impairment test once a year.

Associates and joint ventures accounied for using the equity method are
reported at their acquisition costs and the proportional annual change in
shareholders' equity. Hidden reserves acquired are reported in the balance
sheet. Hidden reserves are shown at the underlying asset values. The
proportional share of after-tax income from these companies is reported in
the income statement as income from financial assets accounted for using
the equity method.

All inter-company profits and losses, sales proceeds, expenses and
revenues, as well as receivables and payables or provisioris are eliminated.
These principles of consolidation also apply to financial assats accounted for
using the equity method. The financial statements of financiat assets are
prepared using uniform reporting and valuation methods. if there are any
major deviations, they are adjusted accordingly.

In the event that consolidation transactions impact income, taxes are deferred
in accardance with 1AS 12.

2.3. CURRENCY TRANSLATION

In the separate financial statements of consolidated companies prepared in
local currency, the assets and liabilities of Group companes are translated
from the respective national currency into euro using the mid-rate on the
balance sheet date. The income statements of foreign Group companies,
whose functional currency is not the euro, are — like their respective net
income for the period - translated at the average rates du-ing the reporting
period. Differences compared with the previous year's translation are shown
as changes not affecting net income.

The same procedure is adopted when translating the shareholders’ equity
reported for foreign companies that are accounted for using the equity
method.




3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

3.1. BASIS Of PRESENTATION

All International Financial Repoarting Standards ({FRS/IAS) of the Interna-
tional Accounting Standards Board (IASB) and interpretations of the Interna-
tional Financial Reporting interpretations Committee (IFRIC) required to be
used in the EU as of the balance sheet date were appiied without exception
in the preparation of these consolidated financial statements and the com-
parative information included.

IASE has issued new standards, interpretations and maodifications to existing
standards, the use of which has been mandatory since January 1, 2006,

The amended standards and interpretations:

- 1AS 32 ‘Financial Instruments: Disclosure and Presentation’,

= Various changes 1o 1AS 39 ‘Financial Instruments: Recognition and
Measurement’,

-~ Changes to IAS 21 'Net Investment in a Foreign Operation' and

= IFRIC 4 'Determining whether an Arrangement contains a Lease’,

which had to be applied for the first time in 2006 did not have any material
impact on the consolidated financial staiements.

The amended standards and interpretations:

= IFRS & ‘Exploration for and Evaluation of Mineral Resources’,
IAS 19 Amendment (2004) ‘Actuarial Gains and Losses, Group Plans and
Disclasures',
IFRIC 5 'Rights 1o Interests arising from Decommissioning, Restoraiion
and Environmental Funds’,
IFRIC 6 “Liahilities arising frem participating in a Specific Market — Wasle
Electrical and Electronic Equipment’

are irrelevant to the Q-Cells Group.

The International Accounting Standards Board (IASB) and the International
Financial Reparting Interpretations Committee {IFRIC) have adopted addi-
tional standards and interpretations, the use of which is not yet mandatory
for fiscal year 2006.

CONSOLIDATED FINANCIAL STATEMENTS

In IFRS 7 "Financial Instruments: Disclosures’, the disclosures on financial
instruments to be included in the Notes that were previously regulated in 1AS
32 and the disclosure abligations previously applicable only to banks and
similar financial institutions contained in [AS 30 were combined and extend-
ed; they are to be applied in future irrespective of the indusiry involved. 1AS1
has been expanded 1o include the disclosure of capital management
processes with the publication of IFRS 7, application of which is mandatory
for the first time for fiscal years starting on or after January 1, 2007,

IFRS 8 ‘Operating Segments’ contains new provisions for the presentation of
segment reporting. Pursuant to IFRS 8 the segment reporting is to be com-
piled using the ‘'management approach’, under which the definition of the
segments and the disclosures for the segments are based on the information
used internally by management for the purposes of allocating resources
to and assessing the performance of the company’s operating segments.
Application is mandatory for the first time for fiscal years starting on or after
January 1, 2008.

IFRIC 9 'Reassessment of Embedded Derivatives' addresses the question
of whether a contract is 10 be assessed as to whether it is an embedded
derivative as defined in IAS 39 ‘Financial Instruments: Recognition and
Measurement’ solely at the time the contract is concluded or during its entire
term. Application is mandatory for the first time for fiscal years starting on
or after June 1, 2006.

IFRIC 10 “Interim Financial Reporting and Impairment’ addresses the
relationship between the provisions of IAS 34 on interim reporting and
the regulaticns of 1AS 36 and 1AS 39 on the impairment of certain assets.
Apglication is mandatory for the first time for fiscal years starting on or after
November 1, 2006.

FINANCIAL STATEMENTS
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IFRIC 11 ‘tFRS 2 Group and Treasury Share Transactions' answers the
question of how IFRS 2 is to be applied to share-based payment agreements,
which include the entity’s own equity instruments or equity instruments
issued by another company within the same group. Application is manda-
tory for the first time for fiscal years starting on or after March 1, 2007.

Application of these standards for the first time in the fiscal years in which
their application is mandatory is expected to lead to additionai disclosures on
financial instruments in connection with IFRS 7 and to result in a change to
the presentation of the segment information with respect to IFRS 8. We do
not expect any material impact on the consolidated financial statements from
the cther new standards and interpretations to be applied.

The following standards/interpretations will not have any impact on the
significant accounting policies adopted by the Q-Cells Group.

IFRIC 7 ‘Applying the Restatement Approach under |AS 29 Financial
Reporting in Hyperinflationary Economies’ clarifies questions in connection
with the application of IAS 29 in the event that the country whose currency
is the funclionai currency of the company submitting the financial reports
becomes a hyperinflationary country. Application is mandatory for the first
time for fiscal years starting on or after March 1, 2006.

IFRIC 8 "Scope of IFRS 2’ clarifies the applicability of IFRS 2 ‘Share-based
Payment' to agreements where the reporting company makes share-based
payments for apparently nil or inadequate consideration. Application is
mandatory for the first time for fiscal years starting on or after March 1,
2006.

IFRIC 12 ‘Service Concession Arrangements' regulates the reporting of
agreements whereby a government or other body concludes contracts with
private companies for the supply of public services.

The fiscal year is identical with the calendar year. The consolidated balance
sheet under IFRS is structured according to the maturity of individual
balance sheet items. The consolidated income statement is prepared using
the nature of expense method.

The consolidated financial statements are based cn historical costs, with
the exception of derivative financial instrumenis that are measured at the
fair value.

Preparation of financial statements requires the exercise of discretion and
that estimates and assessments be made on a regular basis by the manage-
ment. Such estimates are based on past experience and other knowledge
of business transactions to be accounted for. Certain facts underlying
estimates and assumptions that relate to accounting assessments may
develop differently in future than anticipated. Estimates and their underlying
assessments are therefore regulariy reviewed and assessed for potential
accounting impact.

These discretionary decisions and assessments relate among other things
to the accounting for and valuation of provisions for warranties and the
determination of useful lives for intangible assets.

The impairment test for goodwill is alsc based on assumptions about the
future.

All assumptions and estimates are based on the ratios and assessments on
the balance sheet date. The actual amounts may differ from the estimated
figures as a result of actual subseguent developments not contained in the
estimates, which deviate from the assumptions. In such cases, the assump-
tions and, if necessary, the carrying amounts of the assets and liabilities in
question are adjusted accordingly.



At the time the consolidated financial statements are being prepared, no
major change in the underlying assumptions and estimates is to be assumed
so that from the present viewpoint no major adjustment to the carrying
amounts of the assets and liabilities reported is to be expected in fiscal
2C07.

The reporting of investment granis and subsidies was amended as of Decem-
ber 31, 2006. Deferred investment grants and subsidies, which were previ-
ously shown in a separate item between shareholders’ equity and habilities,
are now reported under non-current and current liahilities according to their
maturity with respect to their being recorded in the income statement. In our
apinion, this presentation provides uniform and consequently maore relevant
information about the maturity structure of external capital in the Q-Cells
Group.

3.2. GDODWILL

Goodwill is not writlen down on a scheduled basis but checked for any
impairment on the basis of the achievable amount of the cash generating
unit to which the goodwilt is assigned. The essential criterion for defining the
cash generating units is the independent realization of cash flows.,

As part of the impairment test, the goadwill acquired as a result of a cor-
porate merger is allecated to the individual cash generating units in such a
way as to allow them to draw the benefits from the synergies of the corporate
merger.

The impairment test is to be carried out annually and also whenever there
are signs that the value of the cash generating unit is impaired. If the carrying
amount of the cash generating unit exceeds the amount it can realize, the
goodwill allocated to this cash generating unit is to be written down by the
difference.

CONSOLIDATED FINANCIAL STATEMENTS

If the impairment in the cash generating unit exceeds the carrying amount
of the goodwill allocated to it, the excess impairment is to be recorded by a
proportional reduction in the carrying amounts of the asseats allocated 10 the
cash generating unit.

The realizable amount of a cash generating unit is established using its fair
value less sales costs. The fair value less sales costs was established using
the discounted cash flow (DCF} method. These DCF calculations are based
an forecasts by the management, which are also used for internal purposes.
The forecast pericd amounts 1o 2 to 5 years. Cash flow beyond this is calcu-
lated using constant growth rates.

The major assuemptions on which the calculation of the fair value less sales
cosls is based include assumptions regarding efficiency ratings, price
changes and the discount rate.

3.3. INTANGIBLE ASSETS
Intangible assels acquired for a consideration are reported at acquisition
cost plus ancillary acquisition costs.

Internally generated intangible assels are capitalized at production costs, if
future benefits are expected to accrue to the Company as a result, if they can
be proven to be technologically feasible and if they can be measured reliably.
They are amartized according to the straight-line method over their estimat-
ed useful life. During ongoing project and milestone analyses, capitalization
of development costs is reviewed for current development projects. If the
conditiens for capitalization are not met, expensas are recorded against
income in the year they are incurred.
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Technologies, whether purchased or produced in-house, are currently amaor-
tized on a straighi-line basis aver five years in accordance with their esti-
mated useful life.

The scheduled amortization of intangible assets in the form of technologies,
whether purchased or produced in-house, starts as soon as they are used in
the production for whose purpose they were acquired or manufactured. The
useful fives are stipulated on the basis of the estimated wastage of the tech-
nologies resuliing frem further technical progress.

Software is amortized on a straight-line basis over a period of three years.

Intangible assets are tested for impairment if facts or changes in circum-
stances indicate that the carrying amount of an asset may not be recovera-
bte. In the case of intangible assets that have an unspecific usefu! life or are
not yet ready for use, an impairment test is to be carried out annually. In the
event that the carrying amount of an asset exceeds the recoverable amount,
an impairment loss is charged against income,

3.4. PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment are recorded at cost from which scheduled
depreciation has been deducted. Interest on debt is not capitalized.

Assets of property, plant and equipment are depreciated according {o their
useful econemic life using the straight-line method of depreciation.

The depreciation period is as follows for the assets below:

DEPRECIATION PERIOD FOR PROPERTY, PLANT AND EQUIPMENT
[ 3 ]

15 to 33 years
5 to 6.67 years
3 to 14 years

Buildings
Technical equipment and rnac_hi_rﬁry
Other equipment, plant and office equipment

C L 1

Property, plant and equipment are tested for total impairment, if facts or
changes in circumstances indicate that the carrying amount of an asset may
not be recoverable. In the event that the carrying amount of an asset exceeds
the recoverable amount, an impairment lass is charged against income.

Leased property, plant and equipment (finance lease)

Q-Cells AG entered into a lease agreement for a productior line during 2CG04.
The lease agreement has a basic lease term of 60 months without an exten-
sion or purchase option,

The lease object was capitalized at the beginning of this term at the present
value of the minimum lease payments. A liability was recorded in an equiva-
lent amount. The leased assets are subject to scheduled straight-line depre-
ciation over the basic lease period. Lease installments are divided into inter-
est and principal payments. In arder to calculate the interest portion, a con-
stant interest rate is applied to the remaining liability.

3.5. FINANCIAL ASSETS AND FINANCIAL ASSETS ACCOUNTED

FOR USING THE EQUITY METHOD
Financial assets are valuad at the acquisition cost. The fair value at the bal-
ance sheet date did not result in a different valuation.

Shares in joint ventures and associated companies are accounted for using
the equity method.




3.6. OTHER NON-CURRENT ASSETS

Other non-current assets of the Company are measured at amortized cost.
Receivables accruing market interest rates are recorded at nominal value. In
addition to non-current receivables under loans. non-current portions of
payments made for inventory assets are also shown under other non-current
assels.

3.7. INVENTORIES
Inventories include the raw materials, consumables and supplies, finished
and unfinished goods as well as advance paymenis made,

Raw materials and consumables are in principle measured at cost.

Finished and unfinished goods are measured al cost of manufacture,
advance payments recorded at their nominal value.

Costs of manufacture include unit material and production costs, as well as
material and production overheads and production-related wear and tear on
assets. Adminisirative costs are reflected, provided they can be allocated o
production.

In the case of impairment of inventories, an impairment loss is recognized
and the item reduced io the lower net realizable value.

3.8. TRADE ACCOUNTS RECEIVABLE AND OTHER RECEIVABLES
AND ASSETS
Receivables and other assets are measured at nominal value.

Prompt and ¢apable financial contral in conjunction with a customer evalu-
ation system decreases the probability of defaults.

CONSOLIDATED FINANCIAL STATEMENTS

3.9 MARKET VALUES FROM DERIVATIVE FINANCIAL INSTRUMENTS
Q-Celis AG has identified embedded derivatives as part of its long-term sale
and purchase contracts in USD. The derivative components, which are not
embedded in a derivative host contract, are recognized separately and
measured at their fair value in accordance with I1AS 39, if they fulfiil the pre-
conditions for a derivative and their economic fealures and risks are not
clearly and closely associaled with the host contract.

Derivatives with a paositive fair value are shown on the assets side of the
halance sheel as non-current under market vatues from embedded deriva-
tive financial instruments and derivatives with a negative fair value are
shown on the liabilities side of the balance sheet under market values from
embedded derivative financial instruments.

Changses in the {air value of these hedging instruments, which, although they
constilute a hedging transaction frocm risk viewpoints, do not qualify for
hedge accounting according to the criteria of |AS 'Financial Instruments:
Recognition and Measurement’ are recorded separately and taken to income
under financial income.

3.10. TIME DEPOSITS

Time deposits are not available immediately and are held to maturity. The
deposits have an original term of morg than three months. Time deposits are
carried at cost. Because of their term, the carrying values correspond to the
fair values.
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3.11. CASH AND CASH EQUIVALENTS
Cash and credit balances at banks with an original term of less than three
months are included under cash and cash equivalents,

Cash and balances at banks are measured at nominal value on the balance
sheet date.

3.12. STOCK OPTION PROGRAMS

The Stock Option Program 2003 (ESQOP |) allows the acquisition of the
Company's shares under certain conditions by those employees entitled.
The opportunity to acguire subscription rights under an employee siock
option plan was resolved by the Annual Shareholders’ Meeting on December
29, 2003 {resolution on the issue of up to 8,800 subscription rights). At the
balance sheet date, 4,600 employee options were outstanding entitling their
holders to the purchase of a total of 2,539,200 shares.

The Stock Option Program 2005 (ESOP 11, lla, 1Ib) allows the acquisition of
the Company’s shares under certain conditions by those employees entitled.
The Stock Option Program 2005 was resolved by the ordinary Annual Share-
heolders Meeting of Q-Cells AG on August 16, 2005, Options have been
issued in three tranches (ESOP 11, ESOP lla and ESOP lib) under the Stock
Option Program 2005 up to the balance sheet date.

Having taken account of changes in the option register and the after the
share split, the following options were outstanding at the balance sheet
date:

Number of
options carrying
subscrigtion rights

Number of
shares carrying
subscription rights

= e = - |
ESQP Il 2,322,276 2,322,276
ESOF lla 81,240 81,240
ESOP lib 42,622 42,622

= === - 1

Accounting is undertaken according to IFRS 2 at fair value of the options
issued at the time they were granted and is recorded under personnel
expenses with a correspending increase in shareholders™ equity (capital
reserves). The personnel expense is distributed over the option’s halding
period. Changes in estimates with regard to achieving the conditions at
which options can be exercised are recorded in the period in which such
estimate changes arise. This does not apply for market conditions, which are
only estimated once when the valuation is undertaken when the options are
granted.

Please refer to section 4.12 for additional details.

3.13. PROFIT PARTICIPATION RIGHTS CAPITAL

Profit participation rights capital is recorded at acquisition cost equivalent to
the fair value of the consideration received. Transaction costs are taken into
account. Subsequently, profit participation rights capitzl is measured at
amartized cost using the effective interest rate method.

3.14, INVESTMENT GRANTS AND SUBSIDIES

Investment grants and subsidies are recorded as liabilities and taken to
income over the useful life of the related assets. Investment grants and sub-
sidies are accounted for at the time the Company receives :he funds or when
there is an adequate level of certainty regarding receipt of the funds.

3.15. DEFERRED TAXES

Deferred taxes are calculated using the liability method. Deferred tax assets
and liabilities are shown as a net amount if the right to offset actuai receiv-
ables and payables from income tax exists and if deferred tax claims and
deferred tax assets relate to income taxes that have been lavied by the same
tax autharities and are owed by Group companies. The amount of deferred
taxes is calculated on the basis of the tax rates that are expected in the
individual countries at the time they are realized. in so doing, account is
taken of the fiscal provisions in force or adopted at the balance sheet date.
Domestic deferred taxes are calculated at a rate of 33.07 %, since only
domestic companies based in the municipality of Thalheim with a trade tax
levy rate of 200% are included.



3.16. OTHER PROVISIONS
Provisions are calculated in such a way that they iake sufficient account of
discernible otligations and risks.

All non-current provisions are reported at the discounted amount expected
to be paid at the balance sheet date.

In the case of guarantee provisions, account is taken of changes to the
estimates of possible claims during the guarantee period based on antici-
pated risks.

Provisicns are calculated on the basis of the best possible estimate of the
total of all liabilities related to past business transactions or past events, the
amount and timing of which is uncertain.

3.17. MISCELLANEQUS LIABILITIES

Miscelianeous non-current liabilities include other non-current liabilities as
well as non-current financial liabitities and are recorded at amortized cost or
present value (liabilities related to finance leases).

Current liabilities include current financial liabilities, trade payables, tax
liahilities as well as other current liabilities and are recorded af nominal
value.

Liabilities from finance leases are reported under other current or non-
current habilities depending on their maturity.

CONSOLIDATED FINANCIAL STATEMENTS

3.18. INCOME AND EXPENSE RECOGNITION
Sales revenues and other operating income are recognized upon delivery
or rendering of the service, i.e. with the transfer of risk to the custemer.

Operating expenses are recorded against income when the delivery is made
or service is rendered or at the time they are incurred.

Interest income is recorded pro rata temporis; interest expense may be
recorded using the effective interest rale method or pro rata temporis
depending on the contractual terms of the liability.

Provisions for guaraniees are created at the time that the corresponding
sales revenues are recognized.

3.19. DERIVATIVE FINANCIAL INSTRUMENTS

Within the Group. derivative financial instruments are used solely for hedging
transaclions in order to control risk inherent in exchange rate fluctuations.
These derivative financial instruments are not used for speculaticn. Hedge
accounting is not being applied at this time.

Please refer to section 7.2 for further details.
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4, NOTES TO INDIVIDUAL BALANCE SHEET ITEMS
Non-current assets

4.1. GDODWILL

In the fiscal year goodwill increased as a result of the acquisition of VHF in
two tranches totaling € 446.8 thousand (see section 2.1). No further chang-
es took place in the fiscal year.

4.2, INTANGIBLE ASSETS

As of December 31, 2006, intangible assets totaling € 27,381.8 thousand
{December 31, 2005: € 3,712.4 thousand) were reported. Intangible assels
have increased in particular as a result of the technology acquired through
the acquisition of shares in VHF (€ 18,128.9 thousand) and through the
acquisition for payment and the implementation of the software mySAP ERP
and CRM (€ 2,239.9 thousand).

The VHF technology will be amortized when the factory is commissioned.
Changes in intangible assets are shown in the table on the right side:

In fiscal 2006 development costs for internally generated intangible assets
in the amount of € 2,733.0 thousand {December 31, 2005: € 1,390.8 thou-
sand} were capitalized. Non-capitalizable research and development costs
totaling € 4,875.5 thousand {previous year: € 2,141.7 thousand) were
posted as expenses.

4.3. PROPERTY, PLANT AND EQUIPMENT
Changes in property, plant and eguipment are shown in the table on the
right stde:

Significant additions in the area of technical equipment and machinery are
related to further equipping of production line V.

The estimates of the useful lives of technical eguipment and machinery
were amended in the course of the modification - for technical reasons — of
production tine |. The reduction in the useful lives resulted in increased
depreciation of € 1,129.1 thousand in the first half of 2006 (of this figure
& 787.6 thousand is attributable to the second quarter of 2006). The tech-
nical equipment and machinery in guestion were written off in full by the end
of the second quarter of 2006. The corresponding investment subsidies and
grants were charged to the income statement at € 505.0 thousand.

Some items of property, plant and equipment constitute collateral for bank
loans. Please refer to section 4.14 in this regard.

Cost of Acquisition or Manufacture

CHANGES IN THE GROUP'S As of Additions from Foreign
INTANGIBLE ASSETS 01/01 changes in exchange-
the scope of adjustment
consolidation
€ '000 € '000 € '000
2005
Industrial property rights and
§ikn71i1§rirights and values 8775:71 o D;(li;; o Q.D
Development costs 366.2 0.0 0.0
1,241.3 0.0 0.0
2006
Industrial property rights and
§i£i|.'ﬂiights and values o 3.046.4 18,128.9 -E31.4
Development costs 1,480.7 G.0 0.0
4,527.1 18,128.9 -531.4
L E
Cost of Acquisition or Manufacture
CHANGES IN GROUP PROPERTY, As of Additions {rom Foreign
PLANT AND EQUIPMENT o changes in exchange-
the scope of adjustment
consolidation
€ '000 € '000 € '000
2005
Land and buildings 82737 0.0 _ 0o
'I'_ec_l_'lnicalﬂui_pmgnt and machinery _ 46,2403 0.0 _ 00
Other equipment, piant and
office equipment _ _ 22971 0.0 __ oo
Prepaymants made and
plant under construction 19,298.5 0.0 0.0
76,109.6 Q.0 0.0
2006
Land and buildings 1739444 _105.0 =31
Technical equipment and m_ac_l]ine_ry _ 82,661._9___ _ 5855 -16.6
Other equipment. plant and
office equipment o 71778 385 -1
Prepaymants made and
plant under construction 12,222.1 0.0 0.0
120,006.3 709.0 -20.8




Depreciation

CONSOLIDATED FINANCIAL STATEMENTS

Carrying Values

Additions Disposals Transfers As of As of Additions As of As of As of

12131 01/01 12/31 01/01 12/31

€ '000 € 000 € 000 € 000 € '000 € '000 € '000 € '000 € '000
2,170.9 0.0 0.4 [304847 628.1 1422 703 247.0 [ Z.778.11
1,390.8 276.2 00 [CTI480T] 45 39.9 [T 3617 [1A363]
3,561.7 276.2 0.4 [4.,527.17 632.6 182.1 [__s814.7] 608.7 [_3.7124]
3,6337 0.0 306 [243082] 770.3 265.2 1,03575] 22761 (2327277
2,733.0 5.4 00 [4.2083] a4.4 548 [ 857] 14363 [ 4109.11

]
6,366.7 5.4 306 [28.516.51 814.7 3200 [1,1347] 37124 [C27.381.8]
]
Depreciation Carrying Values
“Additions Disposals Transfers As of As of Additions Disposals Foreign As of As of As of
12/31 12/31 exchange- 12/31 01/01 12/3)
adjustment

€ '000 € '000 € '000 € '000 € '000 € '000 € °'000 € 000 € '000 € '000 € '000
1,544.0 2.4 8,129.1 [17544.47] 438.3 406.2 ¢.3 00 [C__B4427 7.835.4 [CIZ100.2]
1,925.4 965.2 354614 [BZERLYS] 8,577.9 9,930.5 438.2 oo [CI8O7077 376624 [E459177]
1.582.1 136 3,312.3 [E 668.6 783.5 2.0 0.0 m 16285 [ 57278]
39,826.8 0.0 -46,903.2 2,22 0.0 0.0 0.0 0.0 ;; [ 19.298.5 12.222.1]
14, 878.3 981.2 -0.4 [120,006:3] 9,684.8 11,120.2 440.5 0.0 [C2003645] 66,4248 [997641.8]
5,236.6 299 2,359.0 (2561201 844.2 658.0 5.6 -0.6 [_L495.0] 17,1002 [C24.117.01
3,164.7 3.603.3 229487 [I0B7209] 18,070.2 15,475.1 3,585.1 -25 [CZoagr7l 64,5917 [C7157637]
2,488.4 38.4 25.0 ;;;;j 1,450.1 1,368.0 4.1 -0.7 @ 57278 [_68770)

50.884.1 3532  -25.363.3 gz.aaz] 0.0 0.0 0.0 0.0 5 g_) 12,2221 37.389.7
51,773.8 4,024.8 -30.6 [17841278]  20,364,5 17,501.1 3,595.8 -3.8 [34,266,0] 99,641.8 [144.146.5]
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Leased property, plant and equipment (finance lease}

Q-Cells AG entered into a lease agreement for a salar cell production line in
fiscal 2004. The lease agreement began in December 2004 and the term
amounts ta 60 months. 60 lease installments were agreed. If account is
taken of a special payment of 20% (€ 1,487.5 thousand) and investment
subsidies received by the lessor, the lease installments amount to € 106.8
thousand per month.

Acquisition costs of those assets utilized under the finance lease since
December 2004 amounted to € 7,250.3 thousand; the carrying value as
of December 31, 2006 was € 4,192.7 thousand (December 31, 2005:
€ 5,642.8 thousand).

In fiscal 2006, iease installments of € 1,281.5 thousand (previous year:
€ 1,327.4 thousand) were paid, including an interest portion of € 190.8
thousand (previous year: € 244.7 thousand).

The table below provides an overview of liabilities arising from the finance
lease braken down into current and non-current portions as of December 31,
2006:

LIABILITIES FROM 12/31/2006
FINANCE LEASE Total minimum Interest  Present value
lease expense of lease
payments payments
€ '000 €'000 € '000
Less than a year 11426 138.5 1,003.7
Between one and five years 2,359.3 112.1 2,247.2

Total [ 35039 J1 [ 2530 | [ 32500 |

C 1

Q-Cells AG as lessee is obligated under the contract to insure the lease
object against risks and to cede the related insurance claims to the lessor.
Moreover, Q-Cells AG bears the risk of loss and iotal or partial damage of the
object and is thus required {0 safeguard the object from third-party access.

4.4, FINANCIAL ASSETS

ChemiePark-Institut GmbH {CPI}, Bitterfeld, in which Q-Cells AG holds 6.1 %
of the shares, is a company that was established to perform advance indus-
trial research and to market the results. Q-Cells has the possibility to issue
research and development assignments to this company. The carrying value
of the investment amounted to € 3.1 thousand as of December 31, 2006
{December 31, 2005: € 3.1 thousand).

4.5. COMPANIES ACCOUNTED FOR USING THE EQUITY METHOD
The Company has the following shares in joint ventures and associated com-
panies:

12/31/2006 12/3172005
Share of the capital Share: of the capital
€ 000 % € '000 %

[ N ]
Associated companies
CSG Solar AG, Thalheim 2171 ] 69938 23.03
The Solaria Corporation, - I . I
Fremont/California/USA | : - -
EverQ GmbH, Thalheim 001 5.485,9 21.00

[338R5]) ] 12,4807
Jaint ventures R
EverQ GmbH, Thalheim kR 0.0* 21.00*

12,480.7
C r ']

* Following canclusion of the agreements reached in the Master Joint Venture
Agreement dated Septernber 29, 2006 and the increase in Q-Cells AG's share
in Ever@ GmbH by 12.33% to 33.33 % EverQ GmbH is reperted as a joint venture
as of December 31, 2006.



Associated companies

CSG Solar AG, Thatheim, was founded in May 2004. The company pro-
duced photovoltaic modules based on thin-film technology in a newly built
factory in Thalheim. This technology combines the advantages of proven
silicon technology with the benefits of thin-film. The technology uses less
than 1% of the silicon in traditional modules per Wp.

The share capital of CSG Solar GmbH, Thalheim was increased on the basis
of the resclution by the Annual Shareholders' Meeting of CSG Solar AG on
October 10, 2005, recorded in the commercial register of the Stendal district
court on January 31. 2006, by issuing up to 77,359 new registered shares
with restricted transferability at an issue price of EUR 1.00 per share in
2006. The new shares are entitlied to profit sharing from January 1, 2006.

CSG Solar AG. Thalheim, made use of its option in September 2006 and
requested payment of € 2,200.0 thousand into the company’s equity in
return for issuing 20,755 shares with a nominal value of € 20.8 thousand.

Against this background Q-Cells AG took over 13,470 shares in CSG Solar
AG at a total issue price of € 13.5 thousand on November 1, 2006. Q-Cells
AG also paid an amgunt ¢f € 1,414 .3 thousand into the capital reserve of
CSG Solar AG. This capital increase is based on an agreement between CSG
Solar AG's shareholders (subscription agreement}, which was signed in
October/November 2006.

in December 2006 a silent partners’ interest by an invester in CSG Solar AG
was converted into 9,434 shares.

Q-Cells AG’s share in the CSG Sclar AG's equity has fallen from 23.03% to
21.71 % in the year under review.

In September 2006 Q-Cells AG acquired 12.39% of the shares in The
Solaria Corporation, Fremaont, California/USA (Sclaria). The company has
deveioped a new, low concentration phatovettaic technology based on stand-
ard silicon solar cells, which thanks to the concentration of sunlight shows
considerable potential for reducing the costs of module production, since it
increases the number of modules that can be produced with a specific
quantity of silicon,

CONSOLIDATED FINANCIAL STATEMENTS

As of December 31, 2006, the share in The Selaria Corporation, Fremont.
California/USA (Solaria), amounts to 12.39%. Solaria was accounied for in
the consolidated financial statements as an associated company using the
gquity method in accordance with 1AS 28 with effect from September 1.
2006 (acquisition date), since the shareholder structure and the presence
on the Supervisory Board allows material influence 10 be exercised.

The agreed total consideration of € 3,118.4 thousand was paid to Solaria in
cash as part of a capital increase.

A summary of the proportiona! share of the assets, liabilities, revenues and
losses for the period from associated companies is presented below:

2006 2005

€ 000 € '000

Non-current assets [IZ130%5 ] 9,606.3
Current assets 32,1193
Shareholders’ equity 6,367.0
Borrowings 7787 7] 6,358.6
Sales revenues [ 285 ] 25.7
Net loss for the year 248111 880.7

— 1

Joint ventures

At the beginning of 2005, Q-Cells AG established EverQ GmbH, Thalheim,
together with the US company Evergreen Solar, inc., Marlboro/USA (Ever-
green). The aim of the joint venture is the manufacture and marketing of
walers, cells and modulas based on string-ribban technology.
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EverQ GmbH's shareholders, namely Evergreen Solar Inc., Mariboro/USA,
Renewable Energy Corporation ASA, Hevik/MNorway, and Q-Cells AG signed
a master joint venture agreement on September 29, 2006, under which
EverQ GmbH will increase its capital, whereupon Q-Cells AG's nominal
stake in EverQ GmbH of € 52.5 thousand will increase by € 107.5 thousand
to € 160.0 thousand or {0 33.33%. Q-Cells AG's acquisition costs amounted
to € 14,070.0 thousand of which € 4,070.0 thousand was paid in cash in
2006. This resulted in a difference on the liabilities side of € 9,378.7 thou-
sand, which is to be recognized in the income statement in accordance with
IFRS and constitutes a one-off ingcome contribution. The transaction was
recorded in the commercial register on December 19, 2006.

At the balance sheet date Q-Cells AG has extended shareholder’s loans tota-
ling EUR 22.6 million to EverQ GmbH. Loans amounting to EUR 13.8 million
carry an interest raie of 3 months EURIBOR +2.75% and loans amounting
te EUR 8.8 million carry an interest rate of up to 5.75% . a. The lgan con-
ditions were amended with the shareholder’s loan agreement dated January
30, 2007, The loan agreement now runs until December 31, 2009 and is for
a total of EUR 30.0 miltion. As of January 31, 2007, Q-Cells AG lent EverQ
GmBH an additional amount of EUR 7.4 million. Interest is charged cn the
loan at 5.43% p.a. from February 1, 2007.

In connection with the loan to Ever@ GmbH, a pre-emptive tender rights
contract was entered into between Q-Cells AG, EverQ GmbH and the lending
bank, according to which Q-Cells AG grants EverQ GmbH an irrevocable pre-
emptive tender right with respect to all its movable assets and all rights
derived from all advance payments on movable assets. EverQQ may accept
this offer at any time without advance notice by submitting a declaration in
writing. The purchase price for the object purchased will be the equivalent
of its carrying value at the time the declaration is accepted.

Regardtess of the above, the carrying value of the purchase object will be
at feast as high as ihe total liability under the pre-emptive tender right
on the part of EverQ GmbH as indicated in the bank loan agreement
{EUR 5.0 million).

In connection with granting the loan to EverQ GmbH the requirement for
Q-Cells AG and Evergreen to provide additicnal equity or additicnal, interest-
free subordinate loans, in the event that capital expenditures exceed the
level indicated in the loan agreement or in the event that public financial
assistance is not granted in the amount specified or is recalled by the Federal
government, the State or the EU, continues to apply.

A summary of the proportional share of the assets, liabilit es, revenues and
lpsses for the period from joint ventures is presented below:

2006 2005
€ '000 € '000
L [ Y ) )
Non-current assets CEESELO] 8,889.2
Current sssets - - [:I_EEDZ_}Q __5'647—‘0_
grgr’ehulders'*equiity N S 7 5,480.7
f\]onfp_urrent borro;vi;gs ) o A”IjEEEE] _ 1,2600
Current borrowing—s T : g3 5,795.6
Inceme. ] ) L 115085 ] 89.5
Expenses [ IIEALU] 9048
Net profitfloss for the year [ 545 ] -815.3




4.6. OTHER NON-CURRENT ASSETS

In essence, other non-current assets are made up as follows:

12/31/2006 123172005
€'000 € '000

Nan-current portion of advance payments
made on future raw material supplies [ 4352573 ] 9,662.9
Leans extended to EverQ GmbH L 225/50 ] 4.0
Loan to Solarsquare AG, Lucerne/Switzerland [ 601 1.004.0
Miscellaneous other non-current assets | X -1 0.0
[ 865169 ] 10,666.9

See section 4.5 for further details of the loans extended to EverQ GmbH.

Current assets

CONSOLIDATED FINANCIAL STATEMENTS

4.8. TRADE ACCOUNTS RECEIVABLE
Trade accounts receivable are due within one year.

Trade accounis receivable were significantly higher in 2006 due to the
rise in sales volumes at € 83,538.8 thousand (December 31, 2005:
€ 33,802.5 thousand).

Receivabies in foreign currency are translated at the rate applicable when
the transaction took place and subsequently valued at the rate applicable
on the balance sheet date. As of December 31, 20086, foreign currency
receivables amounted to € 8,889.7 thousand (December 31, 2005:
€ 1,045.4 thousand).

4.9, TIME DEPOSITS

The time depaosits of € 10,060.0 thousand (December 31, 2005: € 32.500.0
thousand) maturing on January 19, 2007 carry a fixed interest rate of 3.32 %
p. a. and have an original term of more than three months.

4.10. OTHER RECEIVABLES AND ASSETS

4.7. INVENTORIES Other receivables and assets are all due within one year,
1273172008 12/31/2005 12/31/2006 12/31/2005
€ '000 € '000 € 000 € '000
Raw rnaterials, consumables and supplies 360807 ] 27,6739 Receivables from the tax authorities
Finished and unfimshed goods [ 36.635.2 ] 17,9176 for investment subsidies B0 ) 5,336.9
Advance payments made 5323 42974 Receivables from the tax authorities [E‘
for the reimbursement of sales ta 0.0
[ 757252] 49.888.9 or e reimbur *

Receivables from companies, in which

[ 22500

a participating interest is held 4423
Receivables from ioans [T3ETT] 3,922.6
Receivables from complaints 424.9
Reimbursement of petroleum taxes (37391 0.0
Interest claims 311.1
Receivables from shareholders from one-time m
invoicing of costs 784.7
Other assets 1,497.2
12,719.7

.
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4.11. CASH AND CASH EQUIVALENTS
Cash and balances in banks amounting to € 147,349.6 thousand {Decem-
ber 31, 2005; cash and balances in banks € 65,630.7 thousand as well as
securities of € 135,017.2 thousand), which have an original term of less than
three months, are reflected in this item.

4.12, SHAREHOLDERS' EQUITY
Please refer o the Group statement of changes in equity for details of the
change in Q-Cells AG's group shareholders’ equity during fiscal 2006.

The equity ratic based on reported equity of € 439,970.9 thousand is
69.3% as of the balance sheet date (December 31, 2005: € 321,261.9
thausand or 70.4 %)

Capital

Subscribed capital amounted to € 74,729.7 thousand as of the balance
sheet date (December 31, 2005: € 36,913.6 thousand) and is divided into
74,729,728 registered shares al no par value (December 31, 2005:
36,913,604 shares). Ownership of the shares entails voting rights at the
Annual Shareholders’ Meeting as well as an entitlement to profits in the event
of dividend payments.

On July 3, 2006, a iotal of 309,672 preference shares were issued from
conditional capital | under the Stock Option Program 2003. As a resuit of the
issue of the new preference shares, the Company’s share capital amounted
to € 37,223.3 thousand.

Furthermore, the Annual Shareholders’ Meeting on September 29, 2006
resolved to increase the subscribed capital from reserves. Accordingly, the
Company's subscribed capital was increased by € 37,223.3 thousand from
€ 37,223.3 thousand to € 74,446.6 thousand by converting other revenue
reserves. The capital increase was effected by issuing 37,223,276 new,
registered shares with no par value; these were issued to the Company's
shareholders in a ratio of one new share for each old share. The capital
increase was recorded in the commercial register on July 25, 2006.

A further 283,176 preference shares were issued from conditional capital |
under the Stock Option Program 2003 on two dates during the period August
2006 to December 2006. Following the issue of the preference shares, con-
ditional capital 1 siill stands at € 2,539.2 thousand. The iransactions were
recorded in the commercial register on February 2, 2007.

The no-par bearer shares in circulation developed as foliows during the year
under review:

Number
of shares
L " M - 3
January 1, 2006 _[Seo¥3.604 |
Capital increase from conditional capital | 309,672
Capital increase from reserves 37,223,276
Capital increase from conditional capital | 283,176
December 31, 2006

(738720728 |

1

L r —

Authorized capital

During the Annual Shareholders’ Meeting of June 29, 2006, existing author-
ized capital was cancelled based an the resolution by the Annual Sharehold-
ers’ Meeting of August 16, 2005, and new authorized capital was resoclved
as described below: the Executive Board is authorized, with the consent of
the Supervisory Board, to raise the Company's share capital in one ¢r more
instances prior to May 31, 2011, by up to € 36,913.6 thousand against cash
or non-cash contributions by issuing 36,913,604 new shares. The Executive
Board is at the same time authorized, with the consent of the Supervisory
Board, to decide on the exclusion of shareholders’ subscription rights, to
determine an approach to profit-sharing that differs from the law and to
stiputate additional details for each capital increase and the conditions for
the share issue (authorized capital 2006/1). This was recorded in the com-
mercial register on July 25, 2006,

Conditional capital I/stock option program 2003

On December 29, 2003, the Annual Shareholders’ Meeting resolved to issue
up to 8,800 stock options (ESOP 1} to current and future members of the
Executive Board and employees of the Cempany, in order to enable them to
acquire the Company's shares under certain conditions at a basis price
established in advance. Alternately, those entitled to acquire the shares may




also be granted a cash settlement, although the Company's Executive Board
does not anticipate payment of a cash settlement. Of those stock options
issued 25.0% vest after a period of two years after issue, another 25.0%
after three years and the remaining 50.0% after four years. During the time
periods described, the Company is authorized to cancel the stock options
with immediale effect if an individual entitled to stock options resigns his or
her employment with, or is terminated by, the Company.

For the purpose of {ulfilling subscription rights, the Annual Shareholders’
Meeting of August 23, 2004, resolved a conditional capital increase of the
Company's sharehalders’ equity, which because of the capital increases
from reserves in 2004, 2005 and 2006 has increased in the same ratio as
the share capital in accordance with section 218 AktG.

During fiscal 2004 a total of 6,424 stock options were issued, of which the
Executive Board received 1,336 stock options. The Annual Shareholders’
Meeting of August 16, 2005 resolved that no additional subscription rights
would be granted under the stock option program 2003, The amount of
conditional capital | was limited to the number of shares that could be
acquired based on the options previously issued.

CONSOLIDATED FINANCIAL STATEMENTS

Foliowing the issue of preference shares in 2006, conditional capital |
amounted to € 2,533.2 thousand cn the balance sheet date.

Those entitled to acquire shares could exercise their subscription rights

once

1. At least two years had passed since their issue,

2. Q-Cells shares were being traded on a slock exchange,

3. The lock-up period agreed for the Q-Cells IPQ had expired.

4. The stock exchange price within the past five consecutive days on the
stock exchange prior to exercising subscription rights has been at least
33% over the exercise price at the time of issue,

5. The vesting period had expired.

Due to capital increases from reserves in fiscal 2004 (at a ratio of 91 new
shares to each old share), in fiscal 2005 (at a ratio of 2 new shares for each
old share} and in fiscal 2006 (at a ratic of one new share for each old share)
the number of shares that can be acquired based on a slock option has
risen in the same proportion, while the exercise price has decreased corre-
spondingly.

The table below shares the change in the levels of stock oplions and issue
prices:

STOCK OPTION PROGRAM 2003 (ESOF 1) 12/31/2006 12/31/2005
Weighted Number of Number of Weighted Number of Number of
average options  shares eligible average options  shares eligible
Bxercise price for subscription  exercise price for subscription
per share per share
€ No. No. € No. No.
Oplions outstanding at the beginning of the period |
under review * 1.37 6,335+ 3,486,920
Opticns granted in the period under review [ 0.00 ] [ g1 g1 0.00 0 0
Opticns forfeited in the peried under review C_—ooo]tr o1 C [Vl | 1.36 100 55,200
Opticns exercised in the period under review [ T37]1 18357 Co0z5r0) 0.00 0 0
Opticns outstanding at the end of the period under review { 1371 [ 6007 (ZE35.700 | 1.37 6,235* 3,441,720
Options exercisable at the end of the peried under review { 000 1 [ ]I T ] 0.00 0 o]

“ Due to capital increases from reserves the number of shares that can be acquired
based on stock options has risen to 552, while the exercise price has decreased
correspondingly.

Total expenses far the stock option program 2003 recorded in the period
under review amount o € 298.8 thousand (December 31, 2005: € 405.3
thousand).

W

Bt

PANAGEWENT

MEGAZINE

SMARFE

FINANCIAL STATEMENTS

ADDIT ONAL INFORMATION

a3



Conditional capital ll/stock option program 2005 (ESOP 11, lla, 1it)

At the ordinary Annual Shareholders” Meeting on August 16, 2005, a resolu-
tion was passed to issue up to 434,948 options to current and future mem-
bers of the Executive Board and current and future members of the second
tier of management and other employees of Q-Cells AG. The stock option
program 2005 permits entitled employees to acquire Q-Cells AG shares,
subject to certain preconditions, at an established exercise price under
defined conditions. Alternately, those entitled to acqguire the shares may also
be granted a cash setilement at the discretion of the Executive Board,
although the Company's Executive Board does not anticipate payment of a
cash settlement,

For the purposes of fulfilling subscription rights the Annual Shareholders’
Meeting of August 16, 2005 resolved a conditional capital increase of the
Company’s shareholders’™ equity, which because of the capital increases
from reserves in 2004, 2005 and 2006 has increased in the same propor-
tion as share capital in accordance with section 218 AktG. At the balance
sheet date. conditional capital Il amounted 1o € 2,609.7 thousand.

As a result of the capital increase from reserves in fiscal 2005 the number
of shares to be acquired has risen proportionately. The capital increase from
reserves has no impact on the exercise price since the options were not
issued until after the capital increase became effective. As a result of the
capital increase from reserves in fiscal 2006 the number of shares to be
acquired again increased proporiicnately, while the exercise price decreased
correspondingly. Therefore, as a result of the capitat increases from reserves
in fiscal 2005 and 2006 a total of 2,609,688 shares were available for acqui-
sition. For reasons of simplification, the options register was amended to the
effect that the right to acquire one share is described as an option (1 option
= 1 share}.

Stock option program 2005 (ESQP 1)

The first tranche of stack option program 2005 (ESCP 1) (issue on
25.08.2005) allows entitled staff to acquire the Company’s shares, subject
to certain preconditions, at an established strike price on defined terms,
which include restrictions on disposal.

Of the stock options issued, 33.33% vest after a period of ane year from
issue, another 33.33 % after two years and the remaining 33.33 % after
three years. During the time pericds described, the stock options will lapse
if an individual entitled to stock options resigns his or employment with, or is
terminated by, the Company.

Those entitled to acquire shares could exercise their subscription rights

once

At least two years had passed since their issue,

Q-Cells shares were being traded on a stock exchange,

The lock-up period agreed for the Q-Cells IPO had expired,

The stock exchange price within the past five consecutive days on the

stock exchange prior to exercising the option was above the exercise

price at the time of issue,

5. If the development of the stock exchange price of the Q-Cells AG share
(as measured by the average price of the Q-Cells AG share over the five
consecutive days prior to exercising the option) exceeds the develop-
ment of the index, which includes the Q-Cells AG share, cumulatively
since issue by at least 10% per year. f Q-Cells AG is not included in any
index, the TecDAX or a comparable successor index may be used, as
should if necessary be specified by the Supervisory Board,

6. If the vesting period has expired.

W

The table below shows the change in the levels of stock options and the issue
prices for the first tranche (ESOP I1}:



CONSOLIDATED FINANCIAL STATEMENTS

STOCK OPTION PROGRAM 2005 (ESOP 1I) 12/31/2006 12/31/2005
Weighted Number of Number of Weighted Number of Number of
average options  shares eligible  average price options  shares eligible
exercise price tor subscription per share for subscription
per share
€ No. No. € No. No.
| = 1
Options ouistanding at the beginning
of the period under review | 2.63 I 2.387.028 | 2.387 !JZ& | 0.00 0 0]
Options granted during the period under review [ T ] l 2.63 801,224 2,403,672
Options forfeited in the period under review 2.63 5,548 16,644
Options exercised in the period under review I—D"O"Cﬂ l [N F 0] 0.00 0 0
Options outstanding at the end of the period under review 2.63 795,676 2,387,028
Options exercisable at the end of the period under review C—3ooo]Td T [ 0] 0.00 0 0

C

Total expenses recerded in the period under review for the stock option
program 2005 (ESOP 1)) amounted to € 5.088.2 thousand {previous year:
€ 2.072.7 thousand).

Stack option program 2005 (ESOP 11a)

The second tranche of the stock option program 2005 (ESOP lla) allows
entitled employees, subject to certain preconditions, to acquire the Compa-
ny's shares at an established strike price on defined terms, which include
restrictions on disposal. The issue of stock options as part of the second
tranche of stock option program 2005 is subject, in principle, to the same
option conditions as the issue of options under the first tranche in summer
2005. However, there are differences with regard to the employment period
and the term of the options.

Pursuant to the resolution by the Executive Board and the Supervisory Board
of January 19, 2006 and taking the capital increase from reserves in fiscal
2006 in a ratio of one new share for each old share into account. a total
of 86.440 options were issued to current members of the Executive Board
and current members of second tier management and other employees of
Q-Cells AG.

The exercise price of the options equals the share price on the date of issue
and stands at ELJR 34.11. Exercise of the options is tied to specific con-
ditions. The employment period within which all the conditions set for
exercising the option must be {uffilled is staged and amounts io two years
in total.

The fair value is determined on the basis of the Monte Carlo simulation.

The following model parameters and premises were used to calculate the

option price:

1. The exercise price per share amounts to EUR 34 11,

2. The expected average term of the option is three years.

3. The market price of the underlying share at the time of issue is EUR
34.11.

4. The expected volatility in the share price is 0.6. The volatility was estab-
lished on the basis of past volatility of the peer group cver the past two
years.

5. A dividend yield of 1.0% is anticipated from 2006 for the purposes of
the opticn price maodel.

6. The risk-free Interest rate for the term of the option is 2.42%.
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The table below shows the change in the level of stock options and the issue
prices of the second tranche (ESOP lla):

STOCK OPTION PROGRAM 2005 (ESOP lla) 12/31/2006 12/3172005
Weighted Number of Number of Weighted Number of Number of
average options  shares eligible average options  shares eligible
exercise price for subscription  exercise price {or subscription
per share per share
€ No. No. € Na. No.
e — _— ]
Options outstanding at the beginning of the period | IRz D | | R | 0.00 0 0
Options granted in the period under review C—EI ] 3 [Im 0.00 0 0
Options forfeited during the period under review l'_m r-——m 0.00 o 0
Options cutstanding at the end of the period under review G = %% I l-ii 7[!‘! 0.00 o] 0
0.00 o 0

Options exercisable at the end of the period under review [ 800 |

A fair value for the option of EUR 13.25 was calculated based on the assump-
tions above.

Total expenses recorded in the period under review for the stock option pro-
gram 2005 (ESCP lla) amount to € 673.7 thousand.

STOCK OPTION PROGRAM 2005 (ESOP ilb)

The third tranche of the stock opticn program 2005 (ESOP IIb) allows enti-
tled employees, subject to certain preconditions, to acquire the Company's
shares at an established strike price on defined terms, which include
restrictions on disposal. The issue of stock options as part of the third tranche
of stock option program 2005 is subject, in principle, to the same cption
conditions as the issue of options under the first tranche in August 2005 and
the second tranche in January 2006. However, there are differences with
regard to the employment period and the term of the options.

Pursuant 1o the resolution by the Executive Board and the Supervisory Board
of July 1, 2006 and taking the capital increase from reserves in fiscal 2006
into account, a total of 44,650 options were issued to current members of
the Executive Board and current members of second tier management and
other employees of Q-Cells AG.

The exercise price of the options equals the share price on the date of issue
and stands at EUR 32.88, taking the capital increase from reserves into
account. Exercise of the options is tied to specific condit.ons. The employ-
ment period within which all the conditions set for exercising the opticn must
be fulfilled is staged and amounts to two years in total.

The fair value is determined on the basis of the Monte Carlo simutation.

The following model parameters and premises were used to calculate the
option price:

1. The exercise price per share amounts to EUR 32.88.

2. The expected average term of the option is 2.5 years.

3. The market price of the underlying share at the time of issue is
EUR 32.88.

4, The expected volatility in the share price is 0.6. The volatility was estab-
lished on the basis of past volatility of the peer group dver the past three
years.

5. A dividend yield of 1.0% is anticipated from 2007 for the purposes of
the option price model.

6. The risk-free interest rate for the term of the option s 3.55%.




The table below shows the change in the level of stock opticns and the issue
prices of the third tranche (ESOP |Ib):

CONSOLIDATED FINANCIAL STATEMENTS

STOCK OPTION PROGRAM 2005 (ESOP IIb) 12/31/2006 12/31/2005
Weighted Number of Number of Weighted Number of Number of
average options  shares eligible average options  shares eligible
exercise price for subscription  exercise price for subscription

per share per share

€ No. No. € No. No.
Options outstanding at the beginning of the period [ 000 ][ 01 [ [vIll| 0.00 0 Q
Cptions granted during the period under review | S8R ]| 4800 1 I 43 850 ] 0.00 0 Q
Options forfeited during the period under review 2B ][ 2078 1 [ 2078 ] 0.00 0 a
Options outstanding at the end of the period under review A0 ] | X2 | VX 0.00 0 0
Options exercisable at the end of the period under review L 000 1 1 O 1L 0] 0.00 0 0

A fair value for the option of EUIR 12.93 was calculated based on the assump-
tions above.

Total expenses recorded in the peried under review for stock option program
2005 (ESOP Ilb) amount o € 185.0 thousand.

Conditional capital Il

Based on a resolution of the Annual Shareholders’ Meeting of September 29,
2006 the existing conditional capital 11l and the Q-Cells AG Executive Board's
existing authorization, with the consent of the Supervisory Board, 1o issue
option and/or convertible bonds was cancelled and the Executive Board was
issued a new authorization under which the Executive Board is authorized,
with the consent of the Supervisory Board, to issue option and/or convertible

bonds with a total nominal value of up to EUR 1.5 hillion up to May 31, 2011
and 1o grant holders of option bonds aption rights and holders of convertible
bonds conversion rights to the Company’s shares up to a propertion of share
capital totating up to € 14,765 .4 thocusand. The Annual Shareholders’ Meet-
ing resolved a new conditional capital Il of up 10 € 14,765.4 thousand to
provide for the option rights and/ar conversicn rights. As a conseguence of
the capital increase from reserves in a ratio of one new share for each old
share resolved at the same Annual Shareholders' Meeting the proportion of
the share capital of shares, which are to be granted to the holders of options
and/or holders of convertible bonds when they exercise their option rights
and/or conversion rights increased in the same ratio as the share capita. The
conditional capital lll also increased in the same ratio so that it now stands
at EUR 29,530.9 thousand. This was recorded in the commercial register on
June 25, 2006.
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CAPITAL RESERVES

In the present consolidated financial statements under IFRS as of December
31, 2006, the capital reserves are increased by the fair values from the stock
option programs and the premium on the stock options exercised.

The development in capital reserves during the period under review is
presented in the Group statement of changes in shareholders' equity.

REVENUE RESERVES AND OTHER RESERVES

Changes in revenue reserves and other reserves during the period under
review are presented in the Group statement of changes in shareholders’
equity.

PROPOSAL FOR THE APPROPRIATION OF ACCUMULATED

PROFITS FOR THE YEAR

Disbursements to the Q-Cells AG shareholders are resolved on the basis of
the annual financial statements of Q-Cells AG prepared in accordance with
the provisions of the German Commercial Code. According to the proposal
for the appropriation of the 2006 accumulated profits by the Executive and
Supervisory Boards profits should be retained in full.

MINORITY INTERESTS

Shares owned by third parties and the shares in the income attributable to
third parties from VHF are recarded under this item and under the share of
income aitributable to minority shareholders.

NON-CURRENT LIABILITIES

4.13. PROFIT PARTICIPATION RIGHTS CAPITAL

On Novemnber 24, 2004, the Annua! Shareholders’ Meeting resolved to issue
a profit-sharing right. This was undertaken on December 10, 2004, in the
amount of € 15,000.0 thousand less transaction ¢osts of € 600.0 thousand
by PREPS 2004-2 iid. for Q-Cells AG. The capital matures in November
2011.

Each profit participation right has a fixed and & profit-related remuneration
camponent. The fixed interest component (guaranteed income} is 7.5%
p. a., while the profit-related remuneration component {profit participation}
has been agreed as follows:

a) Atotal of 7.5% p.a. up to adjusted net income for the year
of € 45,000.0 thousand.

b) A total of 8.5% p.a. when adjusted net income for the year is from
€ 45,000.0 thousand to € 55,000.0 thousand.

¢) Atotal of 9.5% p.a. when adjusted net income for the year is over
€ 55,000.0 thousand.

In this case the profit-sharing portion is reduced by the guaranteed gain
partion. Profit participation rights are subordinate to all carrent and future
creditor claims.

4.14. NON-CURRENT FINANCIAL LIABILITIES

Non-current financial liabilities have fallen to € 6,149.2 thousand in com-
parison to Decermnber 31, 2005 (€ 12,833.8 thousand) due to scheduled
principal repayments primarily.

Non-current liabilities to banks can ge broken down as fol ows:

311272008 1213172005 Principal Due date
€ '000 € '000 repayments

I K 1
Capital investment loan I:Qﬂ
Deutsche Kreditbank AG L 208.2 Monthly  06/30/2011
Capital investment loan- jg_‘
Deutsche Kreditbank AG ] 181.1 Monthly 03/30/2011
aital investment loan
Morddeutsche Landesbank | 0.0 9121 Quarterly 09/30/2007
Capital investment loan
Deutsche Kreditbank AG L 6122 1.530.6 Monthly  08/30/2008
Capital investment loan
IKB Deutsche
Industriebank AG 55370 [ 10,001.8  Quarterly 03/152009
Tota! 12,833.8
I - 3

Non-current financial liabilities include a variable-rate investment loan
(EURIBCR + margin) and a fixed-rate lcan with an interest rate of 4.95%
p. a. The loans with Deutsche Kreditbank AG, which orginally fell due in
2011, will be repaid in full in 2007 because of the agreed adjustment io the
monthly principal repayments.




Security pool agreements were entered into between the lending banks and
Q-Cells AG in August 2005 and October 2005. The loans are collateralized
with the following securities:

Property charges on aperating assets in the amount of EUR 31.9 million
{carrying value on December 31, 2006: EUR 24.1 million; December 31,
2005: EUR 17.0 million)

Assignment of security over machinery and equipment in lines I, II. 1l
and IV (carrying value on December 31, 2006: EUR 73.2 million; Decem-
ber 31, 2005: EUR 68.9 million}

Assignment of trade accounts receivable

Assignment of secunty over raw materials, consumables and supplies as
well as finished goods

Assignment of future investment granis and subsidies for individual
capital expenditures (see section 4.15 and 4.22).

4.15. NON-CURRENT DEFERRED INVESTMENT GRANTS AND SUBSIDIES
Non-current amounts from nvestment grants and subsidies, which arise
from investment grants under the community task of 'improvement of the
regional economi¢ structurg” and subsidies to foster research and develop-
ment projects on the one hand and investment allowances on the other, are
deferred in this item. In the previous year, these amounts were reported in a
separate balance sheet item ‘investment grants and subsidies’.

12/31/2006 12/31/2005
€ '000 € '000

C » |
Investment subsidias CIETIZGE ] 12,3353
Investment grants [ 156955 | 10,757.0
Total CFZEIZE ] 23,0963

Investment grants, with the exception of the investment project in production
lines I, Il, Il and the investment subsidies, are subject to subsequent review;
the Company has, however, not identified any issues that may require that
the granis and subsidies be repaid.

L

CONSOLIDATED FINANCIAL STATEMENTS

4.16. OTHER PROVISIONS

In essence, the product and production-related provisions recorded under
this item are the result of warranty provisions, creation of which was based
on changed assumptions for the estimates in 2006, The warranty provisicns
for the production area cover goodwill payments given long-term (10 years),
which are normatl in the industry. Selected individual risks, which may also
arise in a period of 10 years, were alsc recorded. The nen-current portion of
the provision (€ 4.661.4 thousand) was discounted at an interest rate of
3.5%. the current portion amounts to € 917.0 thousand.

4.17. OTHER NON-CURRENT LIABILITIES
As of December 31. 2006 other non-current liabilities reflect:

12/31/2006 12/31/2005

€ '000 € '000

Advance payments received on orders [ IT282.0 1 0.0
Non-current liabilities under the IE

finance lease (see section 4.3) 3.501.9

Loan liabilities [ o0l 1,004.0

Miscellaneous other non-current liabilities C— 171 0.0

[ 136687 ] 4.505.9

4.18. DEFERRED TAXES
Changes in this balance sheet item are presented in section 5.10 under tax
expense details
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CURRENT LIABILITIES

4.19. CURRENT FINANCIAL LIABILITIES

Current financial liabilities to banks as of the balance sheet date amount to
€ 6,731.1 thousand (December 31, 2005: € 11,658.8 thousand}, They are
due within one year and reflect the repayment amounts of nan-current loans
due within one year. They have fallen primarily tecause of the premature
repayment of bridging {inance of € 4,441.0 thousand.

4.20. TRADE ACCOUNTS PAYABLE

Trade accounts payable at the balance sheet date amount o € 44,346.0
thousand (December 31, 2005: € 25,557.4 thousand). They are due within
one year. The previous year's figure was increased by an amount of € 925.%
thousand, which contains deferred liabilities for invoices outstanding at the
previcus year's balance sheet date, which were reporied under other provi-
sions in the previous year.

Payables in foreign currency are converied at the rate on the transaction
date and subsequently measured at the rate on the closing date. As of the
balance sheet date, liabilities in foreign currency ameounted 1o € 2,126.8
thousand (December 31, 2005: € 1,645.4 thousand).

4.21, TAX LIABILITIES
In essence, tax liabilities include liabilities for corporate tax and trade tax.

4.22. DEFERRED INVESTMENT GRANTS AND SUBSIDIES

Current amounts from investment grants and subsidies, which arise from
investment grants under the community task of ‘improvement of the region-
al economic structure’ and subsidies to foster research and development
projects on the one hand and investment subsidies on the other, are deferred
in this item. In the previous year, these amounts were reported in a separate
batance sheet item ‘investment grants and subsidies’.

12/31/2006 12/31/2005
€ '00Q € '000
L T - y
Investment subsidies m:l 39289
Investment grants N ] 2.802.1
Total [ EE501] 67310
r - y

Investmeni grants, with the exception of the investmenit prcject in preduction
lines I, 1, 11l and the investment subsidies, are subject to subsequent review;
the Company has, however, not identified any issues that may require that
the grants and subsidies be repaid.

4.23. OTHER CURRENT LIABILITIES
The current liabilities at the balance sheet date are made up as follows:

12/3172006 12/21/2005
€ '000 € '000
[ o — - 3 z )
Other liahilities _
Purchase price chligation 0.0
Repayment amounts due within a year of a lpan :
granted by Solon AG, Berlin, _ 3,996.0
Current liabilities from the finance lease 1,090.7
Tax liabilities FEWl] 19725
Silent partnerships = mi5] 40920
Deferred liabilities .
Profit-sharing and bonuses 2,281.5
Leave and overtime N I i .1k 1383‘£
Supervisory Board compensaticn _ CEsry 2179
Other personnel-related liabilities CEZT] 179.2
Gther current liabilities and Ty
othar deferred liabilities for the current year 1.738.1 2,179.9
[ 206206 7 | 17,553.3
C £ 3 1




In the previcus year, deferred liabilities were reparted under the balance
sheeat item for other provisions: the previous year's figure (€ 4,685.7 thou-
sand) has been adjusted.

The following silent parinerships were reported at a figure of € 4,092.0 thou-
sand in the previous year:

The IBG Beteiligungsgeselischaft Sachsen-Anhalt mbH, Magdeburg (1BG)
entered into a partial profit transfer agreement on August 9, 2000 (an agree-
ment on the establishment of a silent partnership). The silent partnership
ended after the agreement was terminated on January 31, 2006.

For its contribution the investing partner received a consideration of 8.0%
p.a. regardless of the net income for the year, Furthermore, the investing
partner participated in 50.0% of the net income for the period although this
profit-related remuneration was limited to 5.0% of the contribution paid.

The Mittelstdndische Beteiligungsgesellschaft Sachsen-Anhalt mbH,
Magdeburg (MBG), entered inte a partial profit transfer agreement on June
17, 2002 (an agreement on the establishment of a silent partnership). The
silent partnership ended when the agreement was terminated on Septermber
30, 2006.

The investing partner received a fixed remuneration of 7.5% p. a. of the
contripution paid. tn addition to the fixed consideration, a guarantes com-
mission was paid directly to the Birgschaftsbank Sachsen-Anhalt GmbH in
the amount of 1.0% of the amount guaranteed (at least 0.8 % of the invest-
ment amount). Moreover, the invesling partner received a profit share of
50.0% p. a. of the net income for the period to a maximem of 1.75% p. a.
of the contribution paid.

CONSOLIDATED FINANCIAL STATEMENTS

5. NOTES TO INDIVIDUAL INCOME STATEMENT ITEMS

5.1. SALES REVENUES
Sales revenues have risen by 80.2 % compared to 2005.

Section 7.1 of these notes provides information on the breakdown by seg-
ment and region.

PRODUCT CELL TYPE Sales 2006  Sales 2005 Change
€ '000 € '000 € 000

05 (125x125 mm) [_B.5%R] 2.061.5 4,484 8

Polyerystalline 06 {150x150 mm) [_E1E2.1) 6,366.9 -1.184.2
A6LTT (156x156 mm) 256,706.6 205,773.6

@8 (210x210 mm) [ 3HLE] 26962  -1,3107

Q5M (125x125 mm) [CII0ER7) 2,164.1 10,851.6

Monocrystalline Q&M (150x150 mm) [ Z.0] 136.3 -132.3
Q6LM {156x156 mm) 29,237.6 21,469.5

Other 17571 0.0 175.7
Total 299,369.2 240,128.0

[ .

Sales based on thin-film technology are reported in other sales revenues.

Fractional saies, other sales and deductions (€ 1,829.7 thousand; fiscal
2005: € 1,473.6 thousand) were allocated 1o therr respective products and
cell types.

Based on an agreement with a silicon supplier, the Company is required to
commission manufacture of modules from cells that Q-Cells AG has pro-
duced using the silicon delivered from that particular supplier. The reworking
into modules (laminaticn) invoiced by the module manufacturers to Q-Cells
AG is included in an amount of € 15,828.6 thousand in sales revenues from
laminated solar celis {Q6LTT), while an equivalent amount is recorded in
material expenses (see section 5.4.).
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5.2, OTHER OWN WORK CAPITALIZED

Other own work capitalized relates primarily to technologies developed
in-house and ancillary acquisition costs as part of the construction of new
production lines.

5.3. OTHER OPERATING INCOME
Other operating income is broken down as follows:

5.4, COST OF MATERIALS

Cost of materials are primarily incurred in the procurement of wafers. The
material cost ratio {cost of materials related to sales and changes in invento-
ries) was 62.4 % in fiscal 2006 (fiscal 2005: 63.6 %).

The materials usage rate is as follows, before and after adjusting for lamina-
tion costs:

OTHER OPERATING INCOME 2006 2005 Core business Module  Core business
€ 000 € '000 prior ta business after
. 5 elimination of elimination of
- . - lamination module
Amortization of investment subsidies 1-'&. 2,343.7 costs business
Amartization of investment grants CZTEE ] 1,.826.0 € '000 € 'anp € '000
Foreign exchange gains 187791 701.2 I - y
Income trom other periods C_EEi) 4.5 _ Sales revenues 539,497.2  -15828.6  523,668.6
Release of provisions L R3R.2 ) 86.0 Changes in inventories 18,7177 18,717.7
Grants far personnef costs C_JLE) 5043 Gost of materials 3482156  _15828.6  332.387.0
Incorne from charges passed on to shareholders o] 705.8
Qther income [958 | 555.1 [209.990.3 | [202.290.3 |
Totat CI0H4EZ]  6,806.6 [ 623%] CE3%]
| — T — 1

C 1 |

Income from other periods relates primarily to the reimbursement of
petroleumn taxes.

5.5. PERSONNEL EXPENSE

We created numerous jobs due to continued high production growth. The
number of employees rose sharply as well. The Q-Cells AC Group employed
a total of 921 individuals as of December 31, 2006 {December 31, 2005:
738). 39 trainees were engaged at the end of 2006 (end of 2005: 25).
(-Cells AG’s Executive Board consists of four members, as in the previous
year. During fiscal 2006 the personnel expense ratio (personnel expenses
related to sales and changes in inventories) was 7.8 % (fiscal 2005: 9.0%).

5.6. DEPRECIATION, AMORTIZATION AND IMPAIRMENT LOSSES
The breakdown of depreciation, amortization and impairment losses is
shown in sections 4.2 and 4.3,




5.7. OTHER DPERATING EXPENSE
Other operating expense is composed of the following items:

CONSOLIDATED FINANCIAL STATEMENTS

2.9. NET FINANCE COSTS
Net finance costs consist of the following:

OTHER OPERATING EXPENSE 2006 2005 NET FINANCE COSTS 2006 2005
€ '000 € '000 € '000 € '000
Legal and consulting costs 332286 Interest and simitar income (current) 1,749.5
General and administrative expenses C=R8I1781 2.639.3
Maintenance and reparr costs [=ET7EED] 1.942.4 Interest and similar expense
Selling expenses 2.057.1 Non-current liabilities CIOIEE 1 1,067.2
Foreign exchange differences 754.6 Current liabilities | 3 WAl | 401.6
Costs reiated to guarantzes CZ383257 1.624.4 Expenses equivalent to interest ZTE2 3] 1,632.1
Freight and storage costs CIIEE] 942.6 Profits transferred under partial Izl
Contributions and fees 640.3 profit transfer agreements 172}
Travel expenses CIFTED] 860.1
Waste disposal costs 805.5 income from financial instruments 0.0
Jraining ) - | 468.1 Total -1,523.5
Other operating expense Em 2,371.6 C 3
Total 18,428.6
Expenses similar to interest primarily signify payments for profit participation
capital and the payments to dormant partners that are not related to profits.
The amount increased in 2006 because of the profit-related payments for
5.8. INCOME FROM FINANCIAL ASSETS ACCOUNTED profit-participation capital.
FOR USING THE EQUITY METHOD
Q-Celis AG has identified embedided derivatives as part of its sale and pur-
2006 2005 chase contracts in USD. The contracis in guestion are long-ierm contracts
€ '000 € '000 in USD involving both sales and purchases. To hedge the foreign exchange
L 1 risk resulting from purchase contracts in USO, the same voiume of sales
Income fram associated companies revenues was concluded in USD (hedging to reduce the foreign exchange
C5G Solar AG 3] _ggo7  Tiskk
Solaria Corp. 1377 0.0
Income from joint ventures
EverQ GmbH
— Pro rata income 2006 [ 546 ] -815.3
- Liabilities side difference CB37871 0.0
CEI722] -1.696.0
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The impact of the market valuation of the embedded derivatives on the
balance sheet date amounts to EUR -0.4 million. Income and expense
from economi-cally similar transactions amount to EUR 22.1 million and
EUR 22.5 millicn respectively. For accounting purpeses financial instru-
ments, which are included in purchase or sale contracts denominated in
USD, for which USD is not the usual currency for settling orders of this kind
in international business practice and is also not the transaction partner's
functional currency, are considered as embedded derivatives.

Expenses arising from partial profit transfer agreements involve the variable
profit portions of darmant partners for the peried under review (see
section 4.23).

5.10. INCOME TAXES
Income taxes break down as follows:

Q-Cells AG income tax is calculated by using the tax rates applicable at the
balance sheet date. A corporation tax rate of 25.0% was used to compute
deferred taxes (December 31, 2005: 25.09%) with the addition of a solidar-
ity surcharge of 5.5% on the transferred corporation tax liability; an effective
trade tax rate of 6.7 % (December 31, 2005: 6.7 %) was taken into account.
Together with the solidarity surcharge and the trade tax, a tax rate of 33.07 %
is arrived at in calculating deferred taxes, as was the case in the previous
year.

Income reported from deferred taxes consists exclusively of the occurrence
and reversal of temporary differences.

The following deferred tax liabilities, both netted and not retted, are due to
{emporary recognition and measurement differences in incividual items and
tax loss carryforwards:

INCOME TAXES 2006 2005 DEFERRED TAXES 1273172006 12/3172005
€ "000 € '000 € 000 Assets Liabilities Assets Liabilities
r - — . = B - T — = —rr— e LI e s |
Corporation tax 15.548.9 Non-current assels R IERTE] 27.7 2,689.5
Trade tax 4.616.7 Current assets ; ] 686.1 40.6
Income from the release of tax liabilities -22.4 Profit participation ]
Deferred taxes i R -133.8 rights capital I 167.7
Total 20,009.4 Current liabilities | 55 X 283.1 49,1
L : . o - — o . Non-current liabilities SRy | [ 1.297.8
Deferred tax liabilities/assets B EEZER | [IhaliRos] 22938 2,946.9
Net deferred taxes [5Rhh A 647.1
[ S s—E e Ty e

The change in the deferred tax liabilities shown in the corsolidated halance
sheet is made up as follows:

01/01/2006 Change impact of Change not 1243172006
affecting initial affecting
income consolidation income
€ '000 €°000 € '000 € "000 € '000
[ — T e L ot
Deferred tax liabilities on temporary differences 647.1 163.9 3,.861.5 2829
L — z = 1 = o T s —




The impact of initial conselidation relates to the inclusion of VHF for the first
lime.

The key differences between expected and actual tax expense in the year
under review and in the previous year are shown below:

TAX EXPENSE RECONCILIATION 2006 2005
€ '000 € '000
Income before income taxes (O3E0IZ3] 59.541.4
Expected tax expense at 33.07 % 19,8226
Changes in the expected tax expense
Jax impact on tax-free income [ -I851.71 ] -528.3
Income from companies accounted for using the
equity methed without tax impact ~2.3008.7 560.9
Tax impact on non-deductible operating expenses 2.147.4 150.0
Tax rate impact abroad =] 0.0
Unreported deferred tax assets on E
loss carryforwardls 29.2
Tax-free consolidation impact R 0.0
Other tax effects -25.0
Etfective tax expense [C42165.5 ] 20,009.4

The unreported deferred tax assets on loss carryforwards involve earnings of
Calyxo GmbH, Brilliant 234, GmbH and VEF-Technologies SA. Since these
companies are still in their start-up phase, no deferred taxes have been
recognized on the losses carried forward due 10 uncertainties regarding the
future.

CONSOLIDATED FINANCIAL STATEMENTS

At the end of the year under review, the amount of domestic and fareign tax
losses carried forward for which no deferred tax assets were reporied
amounts {o € 2,324.9 thousand (previous year: € 86.6 thousand).

5.11. EARNINGS PER SHARE

Earnings per share (undiluted)

Earnings per share were calculated according to 1AS 33. Under 1AS 33.64,
the capital increase from reserves, which took piace in July 2006 (see sec-
tion 4.12), has been taken intc account when calculating earnings per share
for fiscal 2006, as well as for the previous year in order to enhance com-
parability.

EARNINGS PER SHARE 2006 2005

(after capital

increase)

Net income (€ "000) (CIEERE] 399320

Weighted average number of shares [TETIZABE ] 63,760,312

Earnings per share {undituted) in € [ 1235 1 0.63
The weighted average number of shares is calculated as follows:

2006 2005

L 30915604 1 30,257,052
[ 30813604 ] 30,257,052

Shares issued on January 1
Effect of the capital increase from reserves

Effect of the capital increase in October 2005 [ 0 1 3,246,208
Effects from stock options exercised [ 345278 ] 0

Weighted average number of shares [FA 172488 ] 63,760,312
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Earnings per share (diluted)
Dilution effects had to be taken into account in connection with the employ-
ea stock options since certain conditions were fulfilled {see section 4.12.),

EARNINGS PER SHARE 2006 2005

(after capital

increase)

Net income (€ '000) [ 258180 | 39,932.0

Weighted average number of shares [FERFT00 ] 67,650,344

Earnings per share (diluted} in € e P2 0.59
The weighted average number of shares is calculated as follows:

2006

2005

r - - — . ]

[ TAAYZ.A80 ] 63,760,312
3,890,032

[ZFS07. 00 -] 67,650,344

Weighted average number of shares {undiluted)
Effect of stock options issued

Weighted average number of shares {diluted)

Transactions invelving cordinary shares or potential ordinary shares, which
materialized after the balance sheet date:

In connectfon with the acquisition of 17.9% of the shares (88,456,767
shares) in REC Renewable Energy Corporation ASA, Havik/Norway {see sec-
tion 7.11}, Q-Cells AG issued 34,323,579 new shares to Good Energies as
part of a capitat increase through contributions in kind on February 5, 2007,
Of these shares, 3,753,595 were issued as ordinary shares. The remaining
30,569,984 shares are preference shares. Accordingly the number of
Q-Cells AG amounted {o 109,053,307, divided into 78,483,323 ordinary
shares and 30,569,984 preference shares on February 5, 2007

On February 7, 2007, the Executive Board of Q-Cells AG rasolved, with the
consent of the Supervisory Board, to issue a non-subordinated and {save for
the guarantee) unsecured convertible debenture (‘convertible bond’). The
convertible bond was issued by Q-Cells International Finarce B.V., a wholly
owned subsidiary of Q-Cells, which was esiablished on February 6, 2007,
and is guaranieed by Q-Cells, The convertible bond's issuance volume
amounted to EUR 492.5 million on the value date on February 28, 2007. On
the basis of the convarsion price set at EUR 66.79, the convertible bond is
convertible into up to 7,373,858 ordinary Q-Cells shares in total.

6. NOTES TO THE CASH FLOW STATEMENT

Ligquid funds include cash and cash equivalents reporied in the batance
sheet.

QOperating cash flow amounted to € 23,619.3 thousand in fiscal 2006
{2005; € 22,563.8 thousand). Despite the increase in net income for the
period, operating cash flow remained virtually at the previous year's level
because of the substantial funds commitment for inventories (in particuiar
relating to advance payments for silicon deliveries), the adjustment of
advance payments for income taxes as well as through an increase in trade
accounts receivable.

Investments in property, plant, and equipment and in inlangible assets of
€ 67,2989 thousand (2005: € 46,603.1 thousand) for the expansion of
production capacity and the granting of loans to EverQ GmbH on the one
hand and the offsetting change in time deposits on the other hand led to an
outflow of funds from investment activities of € 57,078.5 thousand (2005:
€ 76,716.1 thousand).

The outflow of funds from financing activity is primarily the result of schad-
uled and premature repayments of loans and the return of funds contributed
by dormant partners.

Changes in balance sheet items used in preparing the cash flow staterment
cannot be directly derived from the balance sheet, since effects from non-
cash business transactions have heen eliminated.




7. OTHER DISCLOSURES

7.1. SEGMENT REPORTING

CONSOLIDATED FINANCIAL STATEMENTS

The following table shows the segmentation of sales revenues according to
custemer iccation:

Following the expansion of our new technologies business, the Company’s 2006 2005
segment reperting format has been amended in the year under review. € '000 Share in % €°'000 Sharein %
Q-Cells AG's primary reporting format is segmented into the core area of  garmany [ 32871 189.3198 63.7
conventional cell technology and the area of new technologies. Qther EU countries C35] 329278 11.0
) ) ) ) South Africa B3] 377321 12.6
Q—Cel}s AG's secpndary reporting format is segmgnted a;cordung o geo- Rest of the world C XA 39.389.5 132
graphical categories. Income, expense and other information are allocated
according to the principle of the location of assets. Since almost all assets Total 299,369.2 100.0
are located in Germany, all other information is also provided under the  Export ratio —23.3] 36.8
Germany segment. No additional segmentation is undertaken. I 1
OVERVIEW OF AREAS OF OPERATIONS Core Business New Technologies Group
01/01 - 12731 IN € '000
PRIMARY REPORTING FORMAT 2006 2005 2006 2005 2006 2005
Segment sales revenues (BI03ZIF] 2993652 [__1757] 0.0 299,369.2
Segment income 63,160.9 [=2.I55.4] 0.0 63.160.9
Income of financial assets accounted for using the equity method
Pra rata income [— o0 o0 [C=ZAtexn] -1,686.0 -1,696.0
Ditference on the liabilities side —Too 00 (3237 00 (&3 0.0
Income for the year a71284] 39,8320
Segment assets CZo0E03 7]  403,670.2 [ABII7TE] 2,486.4 406,156.6
Shares in financial assets accounted for using the equity method =517 12.480.7 [38I76.7] 12,480.7
Total assets 418,637.3
Segment liabilities OrZEZ1 66,467.8 [ _BABEU] 526.8 66,994 6
Acquisition costs for the acquisition of segment assets @ IE m
(Plant, property and equipment and intangible assets) 46,443.7 1,996.3 48,440.0
Depreciation cn segment assets T7315E51 11,302.2 [ 30L5] 0.1 [CIrEz1T] 11,302.3
Total amount of essentially non-cash expenses 24780 [ 1001 0.0 2.478.0
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7.2. FINANCIAL INSTRUMENTS

The aims of controlling financial risks include the minimization of default
risks arising from trade accounts receivable, securing financing of further
business expansion that coincides in terms of maturities and maintaining
liquidity in operating activities as well as minimizing foreign currency risks.
These goals are pursued using appropriate control systems.

Financial instruments include both original and derivative instruments.

On the asset side, original financial instruments chiefly include financial
investments, receivables, other financial assets and cash and cash
equivalents, Original financial instruments on the liabilities side primarily
incfude liabilities measured at amortized cost. The level of original financial
instruments is reported on the balance sheet. If there are identifiable default
risks for financial assets, these risks are reflected by bad debt allowances.

Financial instruments not recognized at fair value consist primarily of trade
accounts receivable, other current assets, other non-current assets, trade
accounts payable, other liabilities and loans.

In the case of receivables and payables based on narmal commercial credit
terms, the fair value closely approximates the carrying value based on
historical cost.

The following derivative financial instruments existed as of the balance
sheet date:

Options an foreign currency transactions are used to hedge against currency
risk. These transactions relate to currency hedging of significant payment
flows in foreign currency from operating activities.

As of the balance sheet date, current gptions on fereigr currency trans-
actions in the form of options to sell USD, in which Q-Cells AG undertakes
to sell USD 10.0 million in exchange for EUR at a predetermined exchange
rate on certain dates, were in existence.

The premiums for these options are reporied at historical costs or the lower
stock market price or lower intrinsic value, The market valuation of these
options on foreign exchange transactions led to a carrying value of
€ 55.0 thousand on the balance sheet date, which is reported under other
assets.

Please see section 3.9 for details of embedded derivatives.

7.3. CONTINGENT LIABILITIES AND OTHER FINANCIAL COMMITMENTS
Shares in associated companies and joint ventures

Please refer to section 4.5 with respect to contingent liabilities and other
financial commitments in connection with shares in associated companies
and joint ventures.

Purchase commitments

In order to secure supply, Q-Cells AG has strengthened the area of wafer
purchasing and is now also addressing intensively the up-stream links in the
value-added chain.

Commitments to suppliers for purchasing wafers and sificen for 2007
to 2018 exist in the amount of EUR 2,194.5 million {(December 31, 2005:
EUR 1,870.9 million), of which EUR 332.2 million applies to 2007.

The purchase commitments to suppliers resulting from these measures to
secure supplies fead to price and sales risks. We mitigate these risks to a
large extent by matching commitments from purchase contracts with those
from sales contracts.

Order commitments

Order commitments for property, plant and equipment as of December 31,
2006 amounted to EUR 140.6 million (December 31, 2005: EUR 7.9 mil-
lion).




Licensing agreement

A subsidiary has acquired a technology ticense for a period of 15 years with
exclusive usage rights covering two years. Payment of outstanding license
fees in the amount of EUR 1.3 million depends on the achievernent of tech-
nical milestones over the next two years.

The subsidiary has the option, after the initial two-year period elapses, of
extending the exclusivity clause of the license on an annual basis for up to a
total period of seven years.

The company is also obliged to pay a license fee of € 600.0 thousand as
soon as a specific production capacity is exceeded.

License fees of € 186.7 thousand, of which € 93.3 thousand is payable in
fiscal 2007, are payable for another subsidiary’s license agreements up to
2009,

Operating leases

As of the balance sheel date, a number of lease agreements for plant and
office equipment are in operation; these take the form of operating leases.
Lease agreements have been concluded for a period of 36 to 60 months and
do not contain specific extension or purchase options. Monthly lease rates
are recorded as expense in the income statement. As of December 31,
2006, lease payments lotaling € 190.7 thousand are still outstanding. of
which € 104.8 thousand is due in a year and € 85.9 thousand due in one
to five years.

In addition, there are longer-term tenancy agreements for office space total-
ing € 571.9 thousand in place as of December 31, 2006; of this figure
€ 119.7 thousand is due in up to a year and € 452 2 thousand is due in one
to five years.

Warranties

Q-Cells AG provides warranties for its products as manufacturer and seller
of photovoltaic cells and is thus subject to guarantee risks. Q-Cells guaran-
tees thal the cells they deliver achieve at least 90 9% of nominal performance
for ten years. Furthermore, Q-Cells guarantees performance of at least 80 %
of the contractually agreed minimum performance for solar modules for a
period of twenty years from the date shipped from the factory and of at least
S0 % for a period of ten years {rom the date shipped from the factory. There
have been no noteworthy complaints 1o date.

CONSOLIDATED FINANCIAL STATEMENTS

7.4. FINANCIAL RISKS

Security policy

Investment of capital is undertaken only at financial institutions with high
credit ratings. Investment consisis of financial assets that are subject either
to moderate value fluctuations or none at all. Investment is in financial assets
that are readily available, in order to cover the financing and liquidity require-
ments for planned capital expenditures.

Liquidity risk

Appropriate financial planning instruments are utilized to contral our future
liquidity position. We do not foresee any liquidity bottle-necks according to
current planning,

As of the balance sheet date, credit lines amounting to EUR 156.0 million
were available as either current account overdrafts or guarantee credits/
letters of credit (taken up as of December 31, 2006: EUR 40.7 million as
guarantee credils/letters of credit).

Currency risk

Currency risks arise for Q-Cells primarily due to the fact that we make
purchases in USD that are not entirely offset by USD sales. We counter
these risks by monitoring currency parities on an ongoing basis and under-
taking hedging transactions where necessary.

Interest rate risk

The Company is not exposed to any major interest rate risks because its
investments are short term, as are the remaining terms of the loans it has
raised.

Thanks to the successful capital increase following the IPO last year, the
creation of sufficient capital through the 1ssue of a canvertible bond with a
very low coupon following the balance sheet date and the capilal increase
through the issue of new shares in return for contributions in kind, depend-
ence on changes in interest rates has reduced further pecause the
Company is more able 1o finance its activities from equity.

Please refer to section 4.14 for information on liabilities 10 banks {(non-current
financial liabilities} and section 4.19 {current financial liabilities).
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As of December 31, 2006, the Company had liabilities of € 28.7 thousand
to ScanCeli, primarily for wafer defiveries, which amounted to € 5,186.8
thousand in fiscal 2006. In fiscal 2005, Q-Cells marketed cells for ScanCell
in the role of a commission agent. The marketed volume for ScanCail in fiscal
2005 was EUR 22.1 miliion. Sales revenues realized in conjunction with
the nature of the commission business resulted in consideration payments
by ScanCelt of € 266.0 thousand. Liabilities from this business totaled
€ 1779 thousand as of December 31, 2005. The commission business
ended at the beginning of 2006.

Consulting services

REC's consulting services with regard to sales and marketing support serv-
ices on the part of Q-Cells AG were not utilized in fiscal 2006 (fiscal 2005
€ 8.8 thousand).

Immo Stréher

Immo Stréher, a member of Q-Cells AG's Supervisory Board, holds an inter-
estin Solon AG flr Solartechnik, Berlin {*Solon AG'), where he was Chairman
of the Supervisory Board until August 2006. Mr. Stroher holds a significant
interest in Mithril GmbH, Garmstadt {"Mithril'). Mithril in turn has & signifi-
cant halding in Solon AG with its subsidiaries Solon Nord GmbH, Greifswald
{*Solon Nord’), and Solon Photovoltaik GmbH, Berlin {(*Solon PV').

Mareover, Immao Stroher has holdings in Q-Cells AG via Stréher Finanzhold-
ing AG, Zug/Switzerland. Mr. Stroher also holds a minority interest in Energy
Valley AG, Meggen/Switzerland {'Energy Valley'), which is also a shareholder
in Q-Cells AG.

In the past fiscal year, Q-Cells AG has generated sales revenues totaling
EUR 68.2 millien (fiscal 2005: EUR 55.3 million) with Solon Nerd and Solon
PV. The purchasing volume with the companies amounted to EUR 4.7 million
(fiscal 2005: EUR 2.7 million}. As of December 31, 2006, Q-Cells had
claims against the companies of EUR 11.9 million (December 31, 2005:
EUR 5.3 million) and owed them EUR Q.07 million (December 31, 2005:
EUR 0.0 million).

Solon AG granted Q-Cells AG a lean of EUR 5.0 million in fiscal 2005.
Interest is charged on the loan at EURIBOR plus 1.5% p. a. and it is repay-
able in 15 monthly installments from 01.01.2006. As of December 31, 2008,
the outstanding balance on the loan was EUR 1.0 million. Interest expense
on this loan amounted to € 122.3 thousand in fiscal 2006 (fiscal 2005:
€ 51.0 thousand).

Legal advice from taw firm VAN AUBEL

Or. Thomas van Aubel is the Chairman of Q-Cells AG's Supervisory Board.
He and related pariies are shareholders in Q-Cells AG via TVVG Solar-
beteiligungen GmbH, Berlin, capitalnetworks.de GmbH, Berlin, and Pluto
2001 GmbH, Berlin. He advises Q-Cells AG in legal matters as a partner in
the legal offices of VAN AUBEL Rechtsanwdlte (Atiorneys), Berlin.

As of December 31, 2006, liabilities to the legal offices in the amecunt of
€ 186.3 thousand (Oecember 31, 2005: € 117.7 thousand) exist. In fiscal
2006 legal costs of € 609.S thousand were incurred with the legal offices
of van Aubel Rechtsanwiilte (fiscal 2005; € 601.8 thousand).

SERVICES FROM A COMPANY THAT IS A RELATED PARTY OF
A MEMBER OF THE EXECUTIVE BOARD

A business relationship exists with regard to services of a company that
betongs to a related individual of a member of the Executive Board. This
comgpany rendered services to the Q-Cells Group during fiscal 2006 in
the amount of € 3,230.3 thousand (fiscal 2005: € 652.7 thousand). As of
December 31, 2006, liabilities from this business relationship in the amount
of € 352.4 thousand (December 31, 2005:; € 52.3 thousand} existed. The
Executive Board member concerned did not take part in contract negotia-
tians and contractual conditions are such as would apply if this were an
arrangement with an independent third party.

7.5.5.

7.5.6. OTHER
A former member of Q-Cells AG’s Executive Board, Mr. Reiner Lemaoine was
a shareholder and member of the Supervisary Board of Solon AG.

IBG Beteiligungsgesellschaft Sachsen-Anhalt mbH, Magdeburg {'IBG’), is
a shareholder in Q-Cells AG. Dr. Dinnies Johannes von der Osten is the
managing director of IBG; he is also a member of Q-Cells AG's Supervisory
Board.




IBG had entered into a partial profit transfer agreement with Q-Cells AG
{contract concerning the establishment of a dormant company). Please refer
to section 4.23 for additional details.

Total remuneration for the partial profit transfer agreement amounted to
€ 26.0 thousand (fiscal 2005: € 402.0 thousand).

7.6. AUDIT FEES

The fees recorded as expense for the external audit of the consolidated
financial statements by KPMG Deutsche Treuhand-Gesellschaft amounted
to € 226.3 thousand in fiscal 2006 (fiscal 2005 € 272.0 thousand), for
other confirmation services, € 1479 thousand {fiscal 2005 particularly as
part of the IPO € 1,176.7 thousand), as well as for other services € 7.2
thgusand (fiscal 2005 € 40.6 thousand).

1.7. EMPLOYEES

During the year on average. excluding the Executive Board, 841 (previous
year: 670) individuals were employed of whom 538 (previous year: 48%9)
were in the preduction area and 303 (previous year: 181) engaged in
commercial/technelogical activities. As in the previous year, the Execulive
Baoerd of Q-Cells AG is composed of four members. On average 31 trainees
were employed at Q-Cells AG (previous year: 22} as well as 15 interns and
working students.

CONSOLIDATED FINANCIAL STATEMENTS

7.8. REMUNERATION OF GOVERNING BODIES
Remuneration of the Executive Board during fiscal 2006 was as follows:

EXECUTIVE BEOARD Fixed Variable Stock Total
MEMBER remuner- remuner- options
ation ation granted
at fair
value
€ '000 € '000 € '000 € °000
C. Anton Milner %50 ] 1283 ) 0.0 3018
Reiner Lemoine [CIBET ] 1810 0.0 281.0
Thomas Schimidt [Te2 5 1 13481 1777 474.8
Dr. Hartmut Schiining CIErT ] 13187 178.7 471.4
Dr. Flonan Holzapfel [CEI1 301 4.2 215
Total 2006 [__&674 ] [ RZZ5_] 360.6 1,550.5
Total 2005 [ 8969 | [ "786.6 1] 659.6 2,043.1

Remuneration of the Supervisory Board during fiscal 2006 was as follows:

SUPERVISORY BOARD MEMBER Fixed Variable Fixed and Waiver Total
remuneration remuneration variahle  previous years

remuneration

Committee
€ '000 € '000 € '000 € '000 € '000
Dr. Thomas van Aubel 24.3 0.0 8%.1
Dr. Dinnies Johannes von der Osten [ 220 ] 201 1 16.2 -3.0 61.8
Marcel Brenninkmeijer [ 150 | I 741 16.2 0.0 48.6
Dr. Christian Reitberger 1m0 1 1741 16.2 -40.7 7.9
Imma Stréher T C 3731 0.0 0.0 324
Frauke Vogler [ 100 | [ 174 ] 16.2 0.0 48.6
Uwe Schmorl [ 100 1 [ 174 | 0.0 0.0 32.4
Constanze Schimdt 301 1731 0.0 0.0 32.4
Hartmut Karcher L 1501 [ 174 ] 0.0 0.0 32.4
Total 2008 29.1 -43.7 385.6
Total 2005 I X -3 N R 1% M | 38.7 0.0 228.2
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7.9. MEMBERS OF THE GOVERNING BODIES
The following acted as members of the Executive Board in 2006:

C. Anton Milner
{Chairman of the Board, CEQ),
Engineer (Chemistry)/MBA, Berlin

Additional mandates:

Member of the Superviscry Board or Advisory Committee at:
E CSG Solar AG, Thalheim

EverQ GmbH, Thalheim

The Solaria Corporation, Fremont, California/USA
Calyxo GmbH, Thalheim

Brifliant 234. GmbH, Thalheim

o
P

ff

I HE

"
i

Reiner Lemoine
(CTO, until October 27, 2006), Engineer (Aeronautics), Berlin

Additional mandates:

Member of the Supervisory Board or Advisory Committee at:
Solon AG fur Solartechnik, Berlin

Calyxe GmbH, Thalheim

Brilliant 234. GmbH, Thalheim

(i

Thomas Schmidt
(COQ), Communications Technician, Potsdam

Additional mandates:
Member of the Advisory Committee at:
Brilliant 234. GmbH, Thalheim

i

Dr. Hartmut Schilning
(CFO}, Graduate in Business Studies, Dr. rer. pal., Hamburg

Additional mandates:

Member of the Advisory Commiitee at:
Calyxo GmbH, Thalheim

Briflliant 234. GmbH, Thalheim

[{hE 100

Dr. Florian Holzapfel
(CTO, from December 7, 2006), Industrial Engineer, Dr. rer, pol,, Leipzig

Additional mandates:

Member of the Advisory Commiitee at:
Calyxo GibH, Thalheim

Brilliant 234. GmbH, Thalheim

[H |

The following acted as members of the Supervisory Board in fiscal 2006:

Dr. Thomas van Aubel {Chairman of the Supervisory Board), Attorney at
law (VAN AUBEL Rechtsanwdlie}, Berlin

Additional mandates:
CSG Selar AG, Thalheim
Griffinwood Silicon AG, Berlin

[

Dr. Dinnies Johannes von der Qsten (Vice Chairman of the Supervisory
Board), Managing Director of IBG Beteiligungsgesellschafl Sachsen-Anhalt
mbH, Berlin

Additional mandates:

CSG Solar AG, Thatheim

Scienicn AG, Berlin

Codixx AG, Magdeburg

ProBioGen AG, Berlin

Mitteldeutsche Erfrischungsgetranke GmbH & Co. KG, LeiBling
IFF Fraunhofer Institute for Factory Operation and Automation,
Magdeburg

1 1 1 T

Marcel Brenninkmeijer, President and delegate of the Suoervisory Board
of Good Energies AG, Basel/Switzerland, til 09/2006 member of the
management of Good Energies Investment B.V,, Amsterdem / the Nether-
lands

Additional mandates:
E CSG Solar AG, Thalheim
£ Renewable Energy Corporation ASA, Havik/Norway

I

Dr. Christian Reitberger, Physicist, Partner in APAX Partners Beteiligungs-
beratung GmbH, Berg

I

dditional mandates:

CSG Solar AG, Thalheim

Elliptec Resonant Actuator AG, Dortmund

Webraska Mobile Technologies S.A., Maisons-LaffittesFrance

NXP Semiconductors B.V., Eindhoven/the Netherlands {since October
2006)

12snap AG, Munich

IEL TR T g



Immo Stréher, Entrepreneur and investor in the field of renewabie
energias, Darmstadt

Additicnal mandates:
Soelon AG, Berlin (until August 2006)
Autania AG, Kelkheim im Taunus (until September 2006)

IR0 1

Frauke Vogler, Attorney at law, tax advisor, Berlin

Uwe Schmorl, (Employee representative}, Praduction Manager, Wolfen
Constanze Schmidt. (Employee representative), Graduate in Business
Studies, Wolfen

Hartmut Karcher (Employee representative), Cperator, Sandersdorf

7.10. DECLARATION ON THE GERMAN CORPORATE GOVERNANCE CODE
The declaration required under Section 161 of the AktG (German Corpora-
tion Act) on the German Corporate Governance Code was submitted and
may be viewed by shareholders on the Internet (www g-cells.de).

7.11. EVENTS AFTER THE BALANCE SHEET DATE
Contractual obligation to supply Q-Cells with up to £6,800 tonnes in total
up te 2018

Q-Cells AG has secured a supply of considerable quantities of metallurgical
silicon for the period up to 2018 through a long-term supply cantract with
Elkem Solar AS, Osta/Narway, which is part of the Norwegian Orkla Group,
te guarantee further growth in the Group's core business.

The contract provides for Elkem Solar supplying Q-Cells AG with contractu-
ally agreed quantities of metallurgical silicon from 2008. Besides a basic
quantity - 800 tonnes in 2008, 2.800 tonnes in 2009 and 2,400 tonnes
every year from 201C until 2018 - Q-Cells AG has the option of purchasing
an additional quantity of up 1o 1,600 tonnes in 2010 and between 2,500 and
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5,000 tonnes in the following years of the coniract term if £lkem Solar
expands its production capacity. The basic quantity amounts to ca. 50% of
Elkemn Solar’s current planned preduction {in its first factory). tn addition,
Q-Cells has the eption to purchase up to 30 % of the production volume from
each new production facility that Elkern Solar constructs during the contract
term The prices for the Silicon are based on market prices. The prices for
2008 and 2009 are fixed and the prices for 2010 and 2011 are 50% fixed
and 50 % variable depending on the market price. Q-Cells will pay a variable
market price from 2012, which will be negotiated annually.

An investment of 17.9% in REC, a long-term strategic partner and the
world's largest manufacturer of solar silicon

In conneclion with the silicon contract Q-Cells AG has taken over 17.9% of
the shares (88,456,767 shares} in REC Renewable Energy Corporation ASA,
Havik/Norway from GEI

Main shareho!lder GEl sharply increases its stake in Q-Cells

GEl has increased its stake in Q-Cells AG in connection with this share pur-
chase. Q-Cells AG has issued 34,323,579 new shares to GEI as part of a
capital increase through contribution in kind. Of these shares, 3,753,595
were issued as ordinary shares. As a resull, GEl has achieved a 29.9 % share
of voting rights. The remaining 30,569,984 shares are preference shares.
The preference shares are not listed on the stock exchange, cannot be
iraded on the stock exchange initially and carry no voting rights. The ownars
of preference shares are entitled o convert them to ordinary shares at a ratio
of 1.1 through a relatively involved stock exchange admission process and
have the registered for stock exchange trading. The preference shares carry
a small dwidend advantage of 3 cents per share, As a result of issuing the
new shares, (3-Celis AG's share capital has increased to EUR 102.1 million.
Following the transaction, GEl holds 29.9% of the capital carrying voling
rights and 49.55 % of the total shares.
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Convertible bond for institutional investors

On February 7, 2007, the Executive Board of Q-Cells AG, with the consent
of the Supervisory Board, resolved to issue a non-subordinate and {(save for
the guarantee) unsecured convertible debenture (‘convertible bond”. The
convertible bond was issued by Q-Cells International Finance B.V., a wholly
owned subsidiary of Q-Cells, which was established on February 6, 2007,
and guaranteed by Q-Cells. The convertible bond was only offered for sale
to institutional investors autside the USA within the framework of an acceler-
ated book-building process. Existing Q-Cells shareholders' rights to sub-
scribe to the convertible bond were excluded.

The issuance volume of the convertible bond amounted to EUR 492.5 mil-
lion on the value date of February 28, 2007. The convertible bond is convert-
ible into up to approximately 7.37 million ordinary registered Q-Cells shares
with no par value (unit shares) based on the conversion price cited below.
The conversion price was set at EUR £6.79. This corresponds to a premium
of 40 % above the reference price for Q-Cells ordinary shares of EUR 477061
per share, The convertible bond's coupon was set at 1.375%.

An application has been made to have the convertible bond admittad for
trading on the Euro MTF segment of the Luxembourg stock exchange, listing
is expected by April 30, 2007 at the latest.

Q-Ceils wishes the proceeds from issuing the convertible bend mainly to
expand production capacity in its mair areas of husiness. Q-Cells has
reached an agreement with the Norwegian company Elkem Solar, which
secures Q-Cells access to considerable guantities of metalturgical silicon for
the period from 2008 to 2018. Q-Cells AG will therefore expand production
capacity more rapidly than expected for the purpose of processing these

contractually agreed silicon quantities. Q-Cells will also invesi part of the
emission proceeds in constructing and ramping up its research and develop-
ment test production line and in constructing and ramping up the production
lines of subsidiaries or affiliated companies that are involved in the develop-
ment and commercialization of PV technologies.

Investment in CIGS thin-film technology

Q-Cells AG is investing in a new photovoltaic technology as a supplement to
its existing technology portfolio. Solibro AB, Uppsala/Swedzn founded Soli-
bro GmbH, Thalheim with the deed of incorporation dated December 4,
2006, in which Q-Cells AG acquired a stake of 67.5% in January 2007,
Solibro GmbH will commercialize the Copper Indium Gallium Diselenide
(CIGS) thin-film technology developed in Sweden by Salibro AB, Q-Cells AG
is paying Solibro AB EUR 4 million for the 67.5% share and a further
EUR 20 miltion, which is dependent on technological milestones being
achieved. The decision of the parties involved ¢n the construction of the first
production line in Thalhaim is expected by mid-March, Q-Cells AG is plan-
ning investment of EUR 60 million for this first phase of expansion. Solibro
AB is a spin-off of the CIGS research group run by the highty regarded
Angstrt‘jm Solar Center at the University of Uppsala/Sweden. The main
shareholders in Sclibro AB are the Swedish fixed income fund Sjatte
AP-Fonden and the Norwegian investment company Energy Future Invest.



The technology developed by Solibro AB has been registered for three
patents, and all the assets associated therewith will pass to the ownership of
Solibro GmbH. The existing pilot line in Uppsala will be transferred to
a development centre as wholly owned subsidiary of Salibro GmbH. This
centre will provided technalegical production support and press ahead with
strategically important refinements of CIGS technglogy.

Solibro GmbH will be included in the consolidated financial statements of
Q-Cells AG in fiscal 2007 using the equity method, since joint management
has been agreed. Q-Cells AG does not have control in the sense of IFRS 3.19
and IAS 27.4, since it is not able to determine Salibro GmbH's business and
financial policy absolutely.

7.12. RELEASE FOR PUBLICATION

Q-Cells AG's Executive Board has released the present consolidated finan-
cial statements according to tFRS for forwarding to the Supervisory Board on
February 28, 2007. The Supervisory Board’s task is to review the consoli-
dated financial statements and to declare whether it ratifies said state-
ments.

Thalheim, February 28. 2007

Q-Cells AG's Executive Board
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Anton Milner Thomas Schmidt
CEO Coo CFO

Dr. rer. pol. Hartmut Schilning

Dr. Florian Holzapfel
CTO
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AUDITOR’S REPORT

We have audited the consolidated financial siatements prepared by the
Q-Cells AG, Thalheim, comprising the balance sheet, the income statement,
cash flow statement and the notes to the consclidated financial statements,
together with the group management report for the business year from
1.1. to 31.12.06. The preparation of the consolidated financial statements
and the group management report in accordance with IFRSs, as adopted
by the EU, and the additional requirements of German commercial law pur-
suant 0 § 315a Abs. 1 HGB are the responsibility of the parent company’s
management. Our responsibility is to express an opinion on the consolidated
financial statements and on the group management report based on our
audit.

We conducted our audit of the consolidated financial siatements in accord-
ance with § 317 HGB (Handelsgesetzbuch “German Commercial Code”)
and German generally accepted standards for the audit of financial state-
ments promulgated by the Institut der Wirtschaftsprafer (IDW). Those stand-
ards require that we plan and perform the audit such that misstatements
materizlly affecting the presentation of the net assets, fingncial position and
results of operations in the consolidated financial statements in accordance
with the applicable financial reporting framework and in the group manage-
ment report are detected with rezsonable assurance. Knowledge of the
business activities and the economic and legal envircnment of the Group
and expectations as to possible misstatements are taken into account in the
determination of audit procedures. The effectiveness of the accounting-
related internal control system and the evidence supporting the disclosures
in the consolidated financial statements and the group managemeni report
are examined primarily on a test basis within the frameworx of the audit. The
audit includes assessing the annual financial statements of those entities
included in consolidation, the determination of entities 10 be included in
consolidation, the accounting and consolidation principles used and signifi-
cant estimates made by management, as well as evaluating the overall
presentation of the consolidated financial statements and group manage-
ment report. We believe that our audit provides a reasonable basis for our
opinian.




Qur audit has not led to any reservations.
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In our opinion, based on the findings of our acdit, the consolidated financial
statements comply with IFRSs, as adapted by the EU, the additional require-
ments of German commercial law pursuant 10 § 315a Abs. | HGB and give
a true and fair view of the net assets, financial pasition and results of opera-
tions of the Group in accordance with these requirements. The group man-
agement report is consistent with the consolidated financial statements and
as a whole provides a suitable view of the Group's position and suitably
presents the opportunities and risks of future development.

Leipzig
March 09, 2007

KPMG Deutsche Treuhand-Gesellschaft
Akiiengesellschaft
| Wirtschaftsprifungsgesellschaft
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FINANCIAL CALENDAR 2007

Publication of the 2006 Annual Report
March 27 Annual Press Conference and Analyst Conference in Frankfurt

May 15 B Publication of the First Quarter 2007 Report

June 14 ~ Annual General Meeting in Bertin T T
August 14 Publication of the Second Quarter 2007 Report

November 14 " Publication of the Third Quarter 2007 Report
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and distribution of this publication have been offset by investments -
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